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Editorial Comment 


A momentous change has taken place since 
God Save our last issue. On 11th December King 
The King Edward VIII of his own volition stepped down 
from the throne of the greatest empire of all 
time; his brother Prince Albert with his Consort immed- 
iately succeeded and became King George VI and Queen 
Elizabeth. Nothing similar had ever occurred in the his- 
tory of the British people; there were no rules or precedents 
to serve them for a guide; but as one has very appropriately 
expressed it, “their logic, as usual, turned out to be com- 
mon sense, based on steadfast principles, high ideals and 
loyalty.” The Crown has again proved the symbol of unity 
and permanency ; the change of occupants has affected it not. 
Today the British Empire acclaims a new, home-loving 
King and Queen who possess in many respects the qualities 
of the greatly beloved King George V and Queen Mary. 
Already the new Sovereigns as the Duke and Duchess of 
York had won the loyalty and affection of the people of 
the Empire. God Save the King and Queen! 
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Everyone reading the financial papers, govern- 
Improved ment trade statistics and the reports of our 
Economic chartered banks these days must feel gratified 
Conditions at the satisfactory results shown in industry 

and business in general during the past year, 
and must himself radiate some of the optimism over the 
future which is becoming apparent on every hand. Be- 
cause of the close contact of the chartered banks with every j 
phase of the economic activity of our country, the annual 
reports of these institutions are particularly informative | 

















at this time. While the reports of all the banks are not 
yet available, those for the Bank of Montreal and the 
Imperial Bank of Canada have been published. In these 
the economic and financial situation of the Dominion is 
surveyed in all its aspects—the industries which have shown 
improvement both modest and marked, our foreign trade, 
public expenditures, the need for fair dealing by govern- 
ments—and the general note of hope therein is sounded by 
Sir Charles Gordon of the Bank of Montreal when he said 
to shareholders, “We in Canada will steadily work our way 
towards better things.” 












All these reports point to the very satis- 
Some Tangible factory expansion in our export trade 
Results which became an influential factor in 

raising the level of general business ac- 
tivity for the year by about 10 per cent. The forest indus- 
tries, which were in the vanguard of this improvement, in- 
creased their production by about 15 per cent.; the output 
of newsprint soared to an all-time high and was close to 
the practical limit of capacity. There is probably no more 
impressive record in Canadian economic annals than that 
of lumbering. In British Columbia in particular, during 
the past year this industry through an increasing foreign 
demand received its greatest stimulus since 1929 and ex- 
ports of lumber were more than one-third in excess of the 
preceding year. Viewing this industry for the whole of 
Canada, four years ago it was down to 30 per cent. of 
normal due to the prohibitive tariffs of the United States 
—the market on which Canada chiefly depended. In recent 
months markets have been established in Great Britain, 
the Orient, Australasia, the West Indies and South Africa 
and the national lumber cut is now 85 per cent. of normal. 
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EDITORIALS 


We shall not attempt, however, to review the progress in 
other directions such as in agriculture, mining and the 
tourist trade, but we direct the attention of our readers 
to these reports which give particulars of more than ordin- 
ary interest. Such activity in industry has a wholesome 
effect upon employment, and of equal importance it eases 
the great demand on our federal and provincial governments 
by lessening unemployment relief. It moreover gives op- 
portunities to our national railway system to operate with- 
out the large grants from the Dominion’s exchequer which 
have prevented the attainment of Mr. Dunning’s desire for 
a balanced budget. 


The reader must not conclude, however, 
Some Adjustments that all obstacles to full recovery are 
Still Necessary removed. Nationalism though not so 

extreme as during the depth of the 
depression still prevails, and in the international field high 
tariffs, exchange restrictions and quotas still choke the 
channels of trade. May we express the hope that the doc- 
trine of self-sufficiency, so generally adopted and which 
more than anything else has been the cause of unemploy- 
ment, will in time vanish from the world—to be discarded 
as an outworn economic tenet by intelligent nations and 
peoples. 


The reports very properly have not neg- 
The One Great lected to stress the serious results which 
Blight are following upon the enactment of leg- 

islation for the advantage of the debtor 
at the expense of the creditor without regard to the 
debtor’s capacity or willingness to pay. Attention, more- 
over, is drawn to the default of their obligations by some 
provincial governments. This repudiation is working in- 
finite harm inasmuch as bonds and mortgages are, in the 
words of Mr. S. H. Logan, President of the Canadian 
Bankers’ Association, “held not only by individuals and 
foreign investors, but also in provincial and municipal super- 
annuation funds and sinking funds. They are also held by 
pension, benefit and church funds, insurance, mortgage, loan 
and trust companies. Thousands of individuals who have 
interests small or large in any of the above organizations 
are thus victims of such legislation.” The legislation is 
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unfortunate and has done incalculable harm to Canada as 
a whole. It is not too much to expect that during 1937 
such damaging legislation will be amended so that our 
country may again enjoy the respect and confidence of in- 
vestors everywhere. 


Why do industrial firms hesitate to 
Why Should Tax adopt the natural business year as 
Provisions Promote their fiscal year, and why do business 
Inefficiency? executives who acknowledge its adop- 

tion as being advantageous not only 
to their business but also to industry as a whole still 
persist in adopting the calendar year as their fiscal period? 
The answer needs to be pondered by those largely respon- 
sible for such a situation. The chief obstacle to such a 
change, we have been given to understand, lies in the an- 
nual amendments of the income tax laws in Canada and in 
particular in the retroactive amendments of the Income War 
Tax Act. It is unfortunate that this is the case. Does our 
Dominion government realize that it has in its power the 
means to remove a serious impediment to business effic- 
iency ? 

From these remarks the reader must not infer that we 
seek to disparage our Federal government. On the con- 
trary, the evidence of the government’s sincere interest in 
company law reform and in the efficient administration of 
bankrupt estates, its general supervision of the business of 
insurance and banking and of numerous matters in the best 
interests of commerce and industry, all bear testimony to 
its desire to promote efficiency in Canadian business. It is 
because of this manifest desire to co-operate that we are 
prompted to call to its attention the unfortunate effect of 
that part of the annual amendments of the Income War 
Tax Act which provides that the amended rate of tax shall 
apply to the previous year and fiscal periods ending therein. 
The following illustration will readily demonstrate the ef- 
fect of this provision. 


The Blank Company, in accordance 
Illustration of with the fiscal year best adapted to 
What is Happening its operations, closed its annual ac- 
counts at 3lst March 1935 and in con- 
formity with Section 35 (2) of the Income War Tax Act 
made a return of income on or before the following 31st 
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of July and paid the current rate of tax for corporations. 
The directors having paid the impost for which the com- 
pany was liable had reason to conclude that they had dis- 
charged their obligation to the government. Think then 
of their annoyance on receiving a notice a year later that 
owing to an amendment then made to the Income War Taz 
Act an additional amount of tax is payable on the net in- 
come of their company for the fiscal year ending 31st March 
1935. And think also of the sense of injustice which they 
feel when they recall that nine-twelfths of the income on 
which this additional tax is levied was earned two years 
previously—that is during 1934. To the directors it is 
analogous to a motor car company going to one of its 
customers and demanding an additional sum to the con- 
tract price of a car which he bought and paid for a year 
ago, the pretext being that the company officials changed ~ 
their minds about the price which they should have asked 
him at that time. The customer, of course, is protected 
by statute from any further obligation on a completed con- 
tract. The taxpayer has no such protection. 


It may be said that, in general, busi- 
The Government ness men in Canada faithfully pay the 
Can Prevent income tax for which they are liable 
Petty Annoyances and do not attempt to evade this obli- 

gation. If, however, there is a way 
to avoid being called upon by the government to pay a 
further impost on the same income, a corporation will most 
likely change its fiscal year for that purpose. There is 
nothing unlawful or unethical about that. As a conse- 
quence many corporations, we are told, have changed to 
the calendar year for their fiscal year. They make their 
income return as at April 30th of the following year, pay 
the tax announced in the budget some weeks previously 
and the whole matter is closed. But on examination it is 
clear that this change to an unnatural fiscal year is a 
wasteful arrangement, and the directors of numerous cor- 
porations whose fiscal year should for economic reasons and 
in the interest of business efficiency end in any other month 
except December tell us that they are unwilling to make 
this change from the calendar year until this particularly 
annoying retroactive feature of the Income War Tax Act 
is dropped. 
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What is the remedy? The difficulties of the whole mat- 
ter would disappear if the Government would adopt the 
simple expedient of setting each year a tax rate that would 
apply to the then current year. In that case a company 
having its fiscal year ending on 31st May 1937, for instance, 
would make, as at present, a return of income four months 
after that date. On seven-twelfths of that income it would 
pay the 1936 tax rate and on five-twelfths the rate set 
for the calendar year 1937. 


What are some of the advantages of the 
Advantages adoption of the natural business year as the 
Which Will fiscal year which the Income War Tax Act 
Follow can help to bring to the industrial world? 

Some of them have been mentioned on a 
previous occasion in these pages and we shall not give them 
again in detail, but they are of so great moment in the 
conduct of business that their main features must be 
stressed again and again until they become familiar to all. 
So far reaching are the benefits which will accrue to busi- 
ness units adopting the natural business year as their fiscal 
year that in the United States a Natural Business Year 
Council, established less than two years ago and having 
as its guiding spirit such leaders in the industrial and finan- 
cial world as credit managers, directors of the stock ex- 
changes, public accountants, cost accountants and other 
business executives, is conducting a nation-wide campaign 
in its favour. The natural business year as defined by the 
Council is the period of twelve consecutive months which 
ends when the business activities of the enterprise have 
reached the lowest point in their annual cycle, and which 
in the interest of economy and efficiency of that enterprise 
should be adopted as its fiscal year. 

The benefits to be gained by using the natural business 
year as the fiscal year were at one time widely recognized 
in business practice in the United States. It is a coincidence, 
we think, that some years ago in that country an unfor- 
tunate provision of the income tax laws required the adop- 
tion of the calendar year as the fiscal year of corporations. 
The ill effects of this legislation were so keenly felt by 
businesses having a natural business year (which did not 
coincide with the calendar year) as their fiscal year that 
representations were made to the government with the 
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result that the unfortunate provision of the income tax 
act was amended to make it possible for taxpayers to file 
returns as at the close of a fiscal year of their own selection. 
The act as originally passed however did untold harm in 
that thousands of corporations changed a natural fiscal 
year to the calendar year which was for them as unnatural 
as it was wasteful and which encouraged inefficiency in 
business as a whole. The purpose of the present educational 
movement in the United States, then, is to awaken busi- 
nesses and corporations to the benefits open to them in 
many directions by the adoption of a fiscal year in keeping 
with the natural operations of their business and to point 
out to them the encouragement to this end now provided 
by the income tax laws of the country. May we not also 
hope that for Canadian corporations a similar adjustment 
in the Income War Tax Act will ere long be made by our 
Government at Ottawa! 


Seasonal Businesses Without entering again into details, 
Should Have then, let it briefly be said that the 
Consideration advantages to company directors and 


managers of a natural business year 
have to do with certain operations which come at the close 
of the year and which are so essential to the proper conduct 
of business. These, as the Natural Business Year Council 
points out, are (1) the annual stock taking, (2) the annual 
closing of accounts and preparation of year-end financial 
statements, (3) the independent audit, (4) the analysis of 
past operations and (5) formulation of plans for the future 
and the financing of new operations. In the first case 
among the advantages of taking inventory at the end of 
the natural business year is the fact that it can be taken 
without interference with productive operations, the office 
staff is available, and of very considerable importance is 
the less likelihood of error in taking it when stocks are 
low. The resulting financial statements will reflect the 
outcome of one complete cycle of operations, and the com- 
pany’s auditors would be able to render the service of con- 
structive counsel to a greater degree than is possible under 
conditions as they have existed. 
Moreover, statements reflecting the results of a natural 
period of operations will serve as a guide to management 
in the formulation of policies. The end of such period, 
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then, with its temporary lull for the management, is the 
logical time to appraise the results of past operations and 
to plan for the future; and the financial statements, which 
show the firm in its most liquid position, will also assist 
business executives and their bankers to review the credit 
policy for the next twelve months. 


It is with the deepest regret that we record 
The Late the death at Montreal on Thursday, the third 
John Hyde of December, of Mr. John Hyde, one of the 

oldest and most respected members of the pro- 
fession in Canada. Mr. Hyde’s connection with The Domin- 
ion Association of Chartered Accountants dates from the 
inception of our organization in 1902 for he was not only one 
of its incorporators but was also President for the first two 
years of its existence. He was again elected to that office 
for the year 1917-18. At the funeral which was held in 
Montreal, the Dominion Association was represented by 
Mr. A. F. C. Ross, its first Secretary; and the large attend- 
ance at the service of those from every walk of life bore 
testimony to the wide esteem in which Mr. Hyde was held. 

In 1892 Mr. Hyde became a member of the Society of 
Chartered Accountants of the Province of Quebec, was 
elected a member of its Council in 1896 and served thereon 
until 1905, and during two years of this time held the office 
of President. He served again on the Council from 1911 
to 1919 and was elected President for the two years 1915- 
16 and 1916-17. In 1933 he was appointed one of the repre- 
sentatives of the Quebec Society at the International Con- 
gress on Accounting held in London that year. He was 
also one of the six honorary members of the Society of In- 
corporated Accountants and Auditors of England and the 
only honorary member in Canada, and for many years was 
chairman of the Canadian branch of the organization. 

The late Mr. Hyde, who at the date of his passing was 
in his eighty-fourth year, was born at sea on the sailing 
ship “Juliet” in which his parents were coming ito Canada 
from Scotland and which took four months to reach port. 
He grew up in Montreal and received his early education 
there. After deciding upon the calling of the Chartered 
Accountant as his life work, he soon gave evidence of 
being a leader in the profession, and during his long career 
gave distinguished service to the business community and 
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to governments and other public bodies. Particularly re- 
membered is his work on the McGreevy and Baie-des- 
Chaleurs cases for the Federal government. His activities, 
however, were not confined to the profession. Besides 
serving as President of the Real Estate Board and of the 
Montreal Board of Trade he was President of the Royal 
Guardians Mutual Life Insurance Company. For some time 
he was a member of the city council of Westmount and for 
many years was an active member of the session of West- 
mount Park Church. 

While the late Mr. Hyde did not attend all the recent 
annual meetings of our Association, those who were present 
at the meeting held in Montreal two years ago will recall 
the distinguished appearance of this gentleman on that 
ocecsion and the charm with which he extended the welcome 
to members and visitors at the special luncheon of the 
Quebec Society. It was the hope of the Executive Commit- 
tee of the Dominion Association that he would again be 
present at the 1936 annual meeting held in Toronto in 
August, and a special invitation was sent to him to join the 
other former Presidents; but he replied on 12th August 
graciously acknowledging the invitation and sending his 
good wishes, and said that it was not possible for him 
to attend. 

All who were acquainted with Mr. Hyde could not but 
be impressed by his courtesy and his kindness. His un- 
stinted service to the profession, his helpful association with 
public bodies of his city and province, and his devotion to 
all that meant the well-being of his fellowmen bear tes- 
timony to the stirrings of his inner life. In paying tribute 
to him may we in all reverence say that in him indeed were 
to be found the characteristics of that blessed man of whose 
virtues the Psalmist sings in his opening hymn. 

To his widow, his two sons, Mr. G. Gordon Hyde, K.C., 
of Montreal and Mr. John A. Hyde of Barrington, Washing- 
ton, and his daughter, Mrs. C. E. Reckitt of Westmount, 
the members of the Association express deep sympathy. 


Elsewhere in this issue the Editorial 
The 1936 Committee is announcing the results of 
Essay Contest The 1936 Essay Competition, and we o‘fer 
congratulations to the prize winners. The 
contest is attracting an increased amount of interest each 
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year. Since the competition gives a fine opportunity for 
publishing the results of research studies, the older mem- 
bers of our Institutes should give every encouragement 
possible to the young members in their offices to study 
closely some of the numerous problems which come almost 
daily under their examination. Not only is all such re- 
search beneficial to the person engaged therein but the 
results thereof when published will also add to the accumu- 
lation of reference material for the whole profession. 





Supplement to January 1937 issue—The Canadian Chartered Accountant 


First President Passes 





THE LATE JOHN HYDE 
1853-1936 
The late Mr. Hyde, to whose life and work reference 
is made in our Editorial Column this month, was one of 


the incorporators of The Dominion Association of Char- 
tered Accountants in 1902 and was its first President. 


. and their works do follow them.” 
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ADVANTAGES AND USES OF BUDGETS 


Professor Philip H. Hensel, 
University of Western Ontario, London, Ontario 


A BUDGET is a mechanism of management, being a col- 
lection of estimates of future activities expressed in 
dollars and cents values. 


Some people contend that a budget is an accounting 
mechanism because the data are prepared for a budget and 
the subsequent checking against the budget is done by 
the comptroller or chief accountant. Some say that the 
budget is a financial mechanism as all of the figures reach 
their culmination in the work of the finance department. I 
think of a budget as a management mechanism. 

Until a few years ago, business was content with a single 
annual determination of profits, which was undertaken at 
the close of the fiscal year and rested upon an inventory 
taken at that date. More recently, however, aggressive 
executives have demanded more frequent determination of 
profits, and we now find semi-annual, quarterly and even 
monthly calculations of operating results and statements of 
financial position. These more frequent statements have 
been made possible through the use of perpetual inventories 
of merchandise or of production in its various stages. 


Because of the very nature of the accounting records, 
these monthly reports sometimes reach the executive too 
late to be of any practical value in correcting a downhill 
trend or arrive only after much damage has been done. The 
executive finds it imperative, therefore, to forecast the 
position of his affairs, and for this purpose he adopts the 
budget. 

There are a number of reasons why budgets are neces- 
sary today: growth and size of business generally, growth 
and size of the particular unit, keenness of competition, 
need of eliminating and reducing wastes, need for co-ordin- 
ating various departments, and necessity for closer control. 


Importance of the Accounting Records 
The present day manager should look upon his account- 
ing records largely as a means of preparing for the future, 
rather than as an historical sketch, for he knows that if 
he lays his plans carefully for the future, and constantly 
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checks them with the actual accomplishments, the records 
must eventually prove satisfactory. 

The classification of budget data should correspond with 
the accounting classification of data. A budget is expressed 
in units of responsibility. The accountant is the man who 
comes into the picture to do the work, if it is believed that 
since the accountant has an unusual knowledge of the facts, 
he is the one to supervise budgets. It is his job to collect, 
present, analyze, and interpret past and current results 
and to give suggestions with regard to the future. 

Accounting is a tool of management serving equally the 
functions of finance, production, marketing and general 
administration. Its aim is to determine and make readily 
available financial facts about the business unit itself, upon 
which must be based the managerial policies of the enter- 
prise. The importance of modern accounting is due to the 
characteristics and needs of present day business. The 
economic world works towards its goal by means of division 
of labour, specialization in industry, the exchange of goods 
and services, credit and corporate organization. The com- 
plex activities of modern business can be carried on and con- 
trolled only because it is possible to keep accurate records 
of what has happened. 

Until we discover practical means of overcoming the 
evils of booms and depressions, which are inherent in our 
present economic structure, years of poor business and even 
unprofitable years are inevitable. Those concerns are most 
successful which go into a period either of depression or of 
boom knowing what to expect and being prepared for the 
outcome. The budget looks into the future with the hope 
of averting impending business catastrophe or, at least, of 
reducing the effects of the storm when it breaks. On the 
other hand, the budget helps to point out how full advan- 
tage can be taken of changing market conditions, which 
wise plans might turn to profit. 

There is perhaps nothing so discouraging as inability to 
fill orders; and it is disquieting, when business is brisk, to 
find that if only the market had been anticipated, and pur- 
chases made when prices were low, the present profits per- 
centage could have been much improved. On the other 
hand, it is disastrous to have large stocks which cannot be 
liquidated and tie up working capital when it is sorely 
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needed. In such circumstances, prices are almost invari- 
ably on the decline, and the liquidation of stocks, even when 
accomplished, is attended with serious losses. Means have 
not yet been devised for controlling the market, but on 
every hand there are evidences of the trend of important 
economic influences, and we should make the most of the 
information. 

The adoption and use of a budget means, first, reason- 
able assurance that a fair gross profit upon sales will de 
earned and, second, the assurance, by means of adequate 
control of expenses, that every possible dollar of gross will 
be carried to net profit. If the gross profit has not been 
sufficient to warrant continuation of the business the budget 
will soon disclose that fact. 

As previously stated, the accounting department is the 
source of information concerning past performance, but 
other departments must be called upon for estimates of 
future conditions. The success of the budget depends upon 
the degree of co-operation between the several departments, 
the spirit in which the task is undertaken, and the patience 
with which the budget is administered. Past experience 
plays a large part in the preparation of the budget, and it 
requires time and patience properly to assimilate and inter- 
pret the record of the past. Estimates of the future play 
another large part. It is only by means of careful com- 
parison of the estimates of the future with the accomplish- 
ments, and by the most painstaking analysis of the differ- 
ences, that the budget can be made successful. 

A Definite Period 

In laying the plan for a budget a definite period must 
be contemplated. Furthermore, it must be a period which 
is ordinarily made the subject of record in the company’s 
accounts, in order that the experience and the estimates may 
be comparable. At the outset a relatively short period 
should be embraced. The plans should contemplate, how- 
ever, an ultimate forecast that will go much farther ahead. 
The influence of certain economic factors may not be felt 
for a period of six or eight months; and since the forecast 
must take these trends into account, the budget, sooner or 
later, must be prepared so as to show us our destination 
through a complete cycle from the purchase of the raw ma- 
terials to the sale of the finished product. Such a period 
may be from three months to a year. 
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We cannot hope to measure these trends exactly, and the 
budget will be inaccurate to the extent by which the 
measurements err. Furthermore, as the predictions of the 
meteorologist sometimes go astray because of unexpected 
changes in the wind, so the predictions embodied in the 
budget may prove to miss the mark as new circumstances 
exert their influences. To avoid being misled in such an 
event, the executive must see that his budget is revised 
at frequent intervals so as to take changed conditions into 
account. 

There may be considerable divergence of thought regard- 
ing the probable effect of current influences, but all men 
are entitled to their opinions on the subject, and capable 
executives must be considered. The least that can be done 
is to synchronize all the operations of the business and to 
direct them in accordance with the conclusions reached after 
weighing all the factors. 


Classes of Budgets 


There are various classes of budgets, all of which must 
be considered if a firm is to have a well co-ordinated budget. 
These classes include sales, selling and administrative ex- 
pense, direct material, direct labour, manufacturing over- 
head, construction, and improvements. Each department 
of a business contends that it is the necessary department; 
it tends to have the departmental ideal as opposed to the 
plant ideal, or company ideal. However, if a problem of 
business policy comes up, it must be viewed in the light of 
how it will affect all departments of the concern. The mod- 
ern development is a co-ordination of all of the departmental 
budgets, which result in a finished picture of the business 
as a whole on a future date. Such a picture renders the 
utmost assistance. It keeps the business in balance. More- 
over, it either lends encouragement when things are already 
going well, or it gives the danger signal in sufficient time 
to correct erroneous tendencies before the damage becomes 
too serious. A budget is not merely a brake to arrest un- 
profitable policies, but it serves to flash starting signal for 
expansion as well. 

The complete budget comprehends a balance sheet or 
financial statement as it is expected to appear upon a future 
date, together with a profit and loss or operating account 
for the period intervening. 
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The accounting records of almost any business are from 
ten days to a month and a half behind the date of closing. 
This condition is unavoidable; it results from the necessity 
of waiting for information from vendors of materials pur- 
chased or services rendered, and for other information re- 
lative to production and sales, prepared at branch plants 
or offices. The decision required of an executive often de- 
pends upon the present position of the company’s finances. 
The complete budget, starting with the last known position 
and showing the effect of transactions expected to be com- 
pleted subsequently, bridges the gap and brings the informa- 
tion down to the latest possible date. It follows that the 
wider the gap, the more urgent is the need for the budget 
and the longer must be the budget period. 

Co-operation of All Departments 

A well organized budget calls upon the sales department 
for its estimates of the total sales, the sales by classes and 
the probable shipping dates; upon the production depart- 
ment for the labour and materials required and an estimate 
of the capacity of the plant to meet the sales schedule; upon 
the purchasing department for the estimate of purchases 
required to supply the necessary material to the production 
department; upon the credit department for the probable 
collections from customers; and finally, upon the treasurer’s 
department for financial and administrative requirements. 
All these estimates must be submitted to a central author- 
ity, whose duty it is to co-ordinate and balance them. The 
sales estimate in itself would be futile if the production 
department had not the capacity for producing the goods 
to meet the sales schedule. It would likewise be futile if 
the purchasing department discovered that materials or sup- 
plies required could not be purchased in the present market. 
The purchasing department must give due consideration 
to the status of the inventory and the additional require- 
ments of material to meet production. Lastly, the treasurer 
must be prepared to say that he can or cannot finance the 
estimated schedules. To finance them may require going 
into the market for money, and the treasurer must know 
whether his credit has been already strained or whether the 
company can afford to borrow at prevailing rates of in- 
terest. In some instances the bank may demand that he 
show a budget program for the period ahead with its re- 
sulting statements. 
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It is the task of the central or co-ordinating authority 
to see that all the estimates are sound and that they dove- 
tail. This executive is charged with a very important re- 
sponsibility. In its consideration of the estimates it must 
be constantly on its guard against unwise principles. It 
must know not only that it can afford to incur certain 
expenses, but that such expenses are justifiable. It must 
know that while certain expenses appear to be out of pro- 
portion, yet their curtailment will be at the expense of 
service or of the creation and maintenance of goodwill. — 

Having accepted the estimates of the several depart- 
ments, as revised and co-ordinated, the authority must sub- 
mit them to the accounting department. Here a balance 
sheet and profit and loss statement are prepared, which 
begin with the last known figures and set forth the applica- 
tion of the estimated changes, to produce the probable bal- 
ance sheet as at the end of the budget period and the re- 
sulting profit and loss statement. The finished product may 
disclose a condition which requires immediate attention. 
For example, the ratio of current assets to current liabil- 
ities may appear to be entirely unhealthy; the cash balance 
may be hopelessly inadequate to finance the operations which 
can be expected in the succeeding period; or conversely, 
large sums of cash may be accumulating which may well 
be applied in reduction of bank indebtedness, with the con- 
sequent reduction of interest charges. In any event, the 
picture is complete, and it may be studied from any desired 
angle. 

The work of the co-ordinating authority is of such im- 
portance that it demands the assignment to it of some of 
the most capable members of the company’s staff. They 
must be familiar with the problems of their own company 
and in close touch with what is going on in the world of 
affairs. They must be imbued with the spirit of co-opera- 
tion. The work which they undertake may in itself foster 
co-operation more effectively than any other single under- 
taking in the entire range of the company’s problems. 

The spirit of co-operation must also extend to the de- 
partment heads, who are responsible for most of the pre- 
liminary figures. Many of the subordinates may, at first, 
consider the budget a useless expense or a contrivance de- 
signed to impede the progress of department work, but they 
will not remain obstructionists after the results of the 
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budget begin to be apparent. Not only must department 
heads have a voice in the preparation of the budget, but 
they must be furnished with reports of the operating re- 
sults. The task of analyzing differences between the estim- 
ates and the accomplishments will frequently require the 
assistance of these men, and their participation cannot fail 
to prove interesting and instructive to them. 


Some Results of Budgetary Control 

Budgetary control, if properly executed, accomplishes 
the following results. 

1. Co-ordination of sales and production. Estimating 
sales possibilities and planning production in accordance 
therewith. 

2. The formulation of a profitable sales and production 
program. Determining the lines of goods most desirable 
for a well-rounded production program and planning sales 
in an amount necessary to secure economical production. 

3. Proper control of expenditures. Requiring each de- 
partment head to compile an estimate of the expenditures 
of his department for the next budget period, and prohibit- 
ing of any expenditures in excess of the departmental estim- 
ates without permission of the proper authorities. 


4. Formulation of a financial program. By determining 
the excess of disbursements over receipts and the prepara- 
tion of a financial program which will secure funds to pro- 
vide for this excess. 

5. Co-ordination of all activities of the business. Prep- 
aration by each department of an estimate of its require- 
ments and activities. Modification and co-ordination of 
these estimates. Preparation of estimated statements 
therefrom. Formulation of plans and policies which will 
make possible the attainment of the estimated results. 

It is well to keep in mind that the budget rests primarily 
upon the sales. Consequently, sales must be given careful 
consideration, not only in the light of present market con- 
ditions, but also in the light of outside influences which 
are known to be exerting pressure upon the market. This 
calls for a high order of talent, but it presents a splendid 
opportunity to the executive who is well grounded in busi- 
ness economics and keeps in touch with reports of major 
movements. He must know his ground well enough to 
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reach his own conclusions, despite conflicting opinions re- 
garding the probable course of business. 

The chartered accountant can render a distinct service 
by convincing business executives of the benefits to be 
derived from controlling operations by the use of the budget. 
He is best qualified by training and experience to analyze 
and interpret the facts with reference to past results and 
to render sound advice in the preparation and supervision 
of the budget. In far too many instances business execu- 
tives are awaiting the post mortem at the close of the year 
to determine the reasons why profits did not come up to 
expectations, or even the reasons why the year’s operations 
resulted in a loss. There is no excuse for this condition 
of affairs when day by day operations can be visualized and 
regulated by intelligent budgetary control. 

A budget imbues the key man and the people down in 
the ranks of the business with the planning-ahead idea. 
I contend that a budget is a philosophy of management. 


Advantages and Limitations 

In conclusion, some of the outstanding advantages of a 
budget are: (1) It co-ordinates the work of various depart- 
ments. (2) It controls expenses. (3) It reduces costs. 
(4) It sets a goal of accomplishment. (5) It acts as an 
incentive. (6) It supplies management with more knowl- 
edge of the business. (7) It is in line with the spirit of 
growth in scientific management. A budget is glorified 
planning but not a cure for all evils. 

The limitations of a budget are: (1) It is based on 
estimates; however, forecasts have been proved to be feas- 
ible, and close budget attainment is desirable. (2) A budget 
is not self-executing; the figures require close analysis and 
intelligent use. (3) A budget requires considerable time to 
be perfected. 

The executive who knows his destination and lays care- 
ful plans to reach it, cannot fail to inspire confidence, and 
it is almost a foregone conclusion that he will reach his goal. 
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INVESTMENT TRUSTS* 


By T. Vincent Burke, Chartered Accountant, 
Montreal 


—_— the standpoint of examinations which presumably 
are uppermost in your thoughts, investment trusts may 
not perhaps appear as important a subject as some others 
more closely connected with the operations of those persons 
—known as A. B. and C.—who are always about to merge 
their business, dissolve partnership or carry out some vital 
procedure which leads to intricate problems of accounting. 
It is possible that you place problems in connection with 
investment trusts in the same category as those of broker- 
age, municipal, and estate accounts of which you doubtless 
have a more or less general knowledge but which you 
sincerely hope will be overlooked in the questions set by the 
Examining Board. There is no guarantee, however, that 
questions on investment trusts will not be included in future 
examinations, simply because they have been omitted from 
past papers, and I feel that from the standpoint of general 
interest and information a brief consideration of this sub- 
ject may be useful to you. 

You may some day be called upon to perform the audit 
of an investment trust or, on the other hand, you may as 
an investor be contemplating the purchase of securities in 
a trust; and in either case I hope that my paper may act as 
an incentive to further study so that you may be in a 
position to approach the subject from either angle with 
some degree of assurance. 

From the auditor’s standpoint, the important informa- 
tion relative to the trust’s powers is contained in the com- 
pany’s charter or by-laws and in such agreements as may 
have been entered into with the organizers and sponsors. 
These documents will contain full information as to the 
treatment of profits or losses realized on the sale of securi- 
ties, restrictions of the trust’s managers and directors, etc. 
Extracts of this information should be made and placed in 
your permanent audit file for reference when making either 
your interim or annual audit. 


*This is the summary of an address given to the Chartered Ac- 
countants’ Students’ Society of the Province of Quebec on 17th Novem- 
ber 1936. 
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Trust Companies in England 

The word “Trust” is perhaps more often used in con- 
nection with trust companies which are formed to act in a 
fiduciary capacity, and as a consequence engage in many 
activities varying from lending money to administering 
estates. The term is also used to describe groups of inter- 
locking corporations who exercise a dominant control over 
a particular market or a particular industry. The associa- 
tion of the word “Trust” in connection with investment 
companies in England dates back prior to the year 1860, 
when the corporation laws of Great Britain had not yet 
been consolidated into the Companies Acts. The earliest 
of these associations were not therefore incorporated, and 
being of a voluntary nature and of a fiduciary character 
were called “Trusts” in accordance with the custom of 
that time. 

The consolidation of the Companies Acts in Britain gave 
great impetus to the organization of limited liability com- 
panies, and numerous companies were formed for invest- 
ment purposes which still continued the word “Trust” as 
part of their name. Broad powers were given to the com- 
panies’ directors as to the investment policies to be followed, 
with certain restrictions as to the extent of the investment. 
No attempt was at first made to popularize this form of 
investment, and in many cases the securities of the com- 
panies were issued in denominations beyond the reach of 
the ordinary investor. At a later date, however, the unit 
of share capital was reduced with a corresponding increased 
participation in this class of investment by the general 
public. 

An investment Trust has been defined by Leland R. 
Robinson in his book on the subject as an “Agency by which 
the combined funds of many investors, both in large and 
small amounts are utilized to purchase such a wide variety 
of securities that safety of principal is attained in diversi- 
fication; while the portfolio is so managed that a good 
average yield is sought on share and borrowed capital, at 
the same time that close supervision of the portfolio permits 
a turnover policy aiming at the realization of capital gains 
and the avoidance of capital losses.” 

Recently the scientific character of investing has been 
recognized. A knowledge of securities and an ability to 
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forecast their market action by analysis of past results 
combined with a study of economic conditions is a vocation 
requiring a high degree of experience and skill, and wealthy 
investors in all countries have either cultivated this power 
of investment analysis or employed experts to do it for 
them. To the ordinary investor who has not the necessary 
knowledge and time to devote to a proper study of financial 
conditions, investment trust companies afford an opportun- 
ity of participating in a large number of investments spread 
over varied industries and in different countries, thereby 
minimizing the risk of reduction in revenue and loss of 
capital. 
Some English Restrictions 

In English industrial trust companies certain restrictions 
are generally imposed upon the directors in regard to the 
nature and scope of the investments, as for example— 

1. A restriction as to the nature of the investments is 
usually expressed in percentages as to the type of industry 
or security and geographical location. 

2. There may be restrictions as to acquiring a controll- 
ing interest in companies in which investments are made. 

3. Restriction of borrowing power to a point not to 
exceed the share capital. 

It is interesting to note in the matter of restrictions that 
the late Robert Fleming of London, who was the dean of 
investment trust company managers and who initiated the 
movement in America, made the following statement :— 
“Don’t tie yourself up with too many restrictions. Restric- 
tions that you think today are for the best interests of 
investors will rise up some day to plague you and will not 
protect them.’’ 

This theory would appear to have been generally fol- 
lowed in Britain judging from the above limited restrictions. 
In America, however, much more elaborate restrictions are 
placed on those responsible for the management of trusts, 
and these restrictions in some cases have already risen up 
to plague them. 

Trust Companies in the United States 

One of the more common restrictions placed on indus- 
trial trusts in the United States, which in many cases has 
proved unfortunate, was a prohibtion as to changes in the 
portfolio so long as dividends on the original securities 
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comprised therein continued to be received. No matter how 
small the dividends were, the security had to be retained 
in the portfolio, usually with the result that it was kept 
until the price reached a low level consequent upon the 
passing of the dividend. Under such circumstances you can 
see that some portfolios suffered unnecessary depreciation 
through well meant restrictions. 

From the original English idea of investment trust 
companies there developed in the United States the idea of 
a “Fixed” trust, i.e., a trust in which the investments are 
limited to certain specified securities. This form of trust 
originated as a result of the experience of some investment 
companies where the broad powers of investment in the 
hands of a few individuals proved unfortunate to the share- 
holders. The “Fixed” trust idea has been gradually extend- 
ed with the result that many such trusts have developed into 
“Flexible” trusts. In such trusts the management has dis- 
cretionary powers to choose the investments out of numer- 
ous securities which are specified, without being obligated 
to invest in any one or in all of them. The expression “Unit” 
trust is commonly used to describe both of the above types 
of investment trusts. 


Recent Developments in Great Britain 


Unit trusts were introduced into Great Britain in 1932, 
and comparatively little general interest was shown in them 
at that time. In 1934 and 1935, however, presumably due 
to greatly improved economic conditions, interest was 
greatly stimulated with the result that at the present time 
it is estimated that over £50,000,000 have been invested by 
Englishmen in this type of security. 

In England “Unit” trusts are not governed by any 
specific legislation and are constituted as a general rule 
by agreements between three parties—(a) the managing 
company, (b) the trustees, and (c) the unit holders. The 
relationship of these three groups is rather unique in that 
they in fact operate independently. The managing com- 
pany is usually a private company and information relative 
to the results of its operations are available only to its 
members or shareholders. The trustee acts as custodian 
and is obliged to adhere strictly to the conditions laid down 
in the trust agreement. The unit holders are in much the 
same position as bondholders of a corporation in so far as 
they have no active part in the trust’s affairs. 
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Realizing the hazards of this unusual relationship, the 
British Board of Trade appointed a Departmental Com- 
mittee to inquire into unit trusts in all their aspects with 
a view to reporting what action, if any, should be taken in 
the public interest. The committee made a thorough in- 
vestigation and recently submitted its report in which many 
suggestions were made for regulation and control. It is 
interesting to note that, while admitting the dangers of a 
too extensive movement in this direction, it was found that 
such trusts play a useful part in the national economy and 
should be regulated, but not discouraged. The committee’s 
suggested regulations provide for a registrar to whom all 
managing companies, in addition to making a deposit of 
£20,000, would have to submit in detail statements of trans- 
actions relative to each trust. Audited accounts in the form 
prescribed would also require to be filed with the registrar. 
The recommendations of the Committee will come up at 
the present session of ‘he British House of Commons for 
legislative action. 


Trust Companies in Canada 

In Canada there are some companies which carry on 
almost the identical functions of the unit trusts in England, 
but which are organized and come under all the regulations 
of the particular Companies Act under which they are in- 
corporated. Shares are issued instead of units and share- 
holders have the identical rights as shareholders in other 
companies incorporated under the Companies Act; they 
have voting rights, receive financial statements of the com- 
pany and generally exercise full shareholders’ rights. 

There are some who contend that the arrangements 
under which “Unit” trusts operate in Canada are too ex- 
pensive from the standpoint of management costs, but 
apart from this question it would seem that from the in- 
vestor’s point of view a trust in which he has voting rights 
must be more satisfactory than a trust under the English 
system of administration. 

In its August and September 1936 issues, The Accountant 
(England) has published some very interesting articles 
dealing with the Report of the Departmental Committee ap- 
pointed to inquire into “Fixed Trusts,” to which reference 
has been made herein, and, if my effort to interest you in 
the subject has succeeded, you will find that a great deal 
of useful information can be derived from a review of the 
above Report and a perusal of the articles on this subject. 
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HOSPITAL ACCOUNTING—DEPARTMENTAL 
ANALYSIS 


Kendall Eddis Greenwood, Chartered Accountant, 
Toronto, Ontario 


— SOME years public hospitals, especially the larger 
ones, have been facing the problem of an increasing vol- 
ume of charity and semi-charity patients and the resultant 
decline in real revenues and a rising patient-day cost. Main- 
tenance costs cannot be reduced in keeping with the falling 
off in revenues chiefly because of an actual increase in the 
number of patient-days or visits. The problem has been 
studied by hospital boards, and the New York Conference 
on Hospital Accounting in its recent report states that one 
of the fundamental causes of hospital deficits, probably 
the main cause in some cases, is the giving of more free 
service than the hospital can afford. The observation is 
also made that on account of the nature of the institutions 
it is difficult to determine what departments or services 
operate at a loss unless a definite system of accounting is 
in force to show departmental results. 

It is the intention of this article to show what may be 
done to analyze the causes of deficits by establishing proper 
revenue accounting methods which embrace a control of the 
issue of supplies and other items of expense as well as the 
working out of a system for determining the financial results 
of departments. 


Source of Hospital Revenues 

The revenues of all public hospitals are derived almost 
entirely from their patients, who are generally classified 
as resident or in-patients and non-resident or out-patients. 
Included in both classes are the “free” patients, or those 
who are municipally sustained, and who pay little or nothing 
personally toward their maintenance. Municipalities and 
others make stated contributions at so much per day or per 
visit for this latter class. In addition to the income re- 
ceived for bed or board and nursing services, revenues come 
from pharmacies, x-ray departments and laboratories and 
from other services, their extent and variety depending 
largely on the size of the hospital. There are, of course, 
receipts from donations, income from capital grants and 
endowments and miscellaneous cash sales and other items. 
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Accounting for Revenue 

In accounting for revenues the first and most important 
point is to make sure that all services are recorded and 
that all income resulting therefrom is collected. Proper 
safeguards then must be established to provide against any 
omissions or leakages. It may ait once be argued that there 
will be many charges made for hospital services which 
cannot be collected, at least in full, and therefore it is a 
waste of time, money and effort to record them. No doubt 
it is easier for the hospital office staff to enter in the books 
only what money is received for services rendered than to 
attempt to determine true earnings and costs and thus show 
more definitely what causes deficits and high patient-day 
costs. To consider seriously the premise that it is easier 
and sufficient to record only what collections reach the 
treasurer, or record the obvious charges for services, is to 
admit that there is no revenue policy or proper financial 
control of the institution. 

In his very comprehensive study on “The Problems of 
Hospital Management,” A. E. Sawyer of the University of 
Michigan Hospital stresses the importance of a definite 
policy. “A strict control of earning capacity,” he says, 
“possesses a double advantage. In the first place, it safe- 
guards the institution from within and from without. Lax 
methods of charging for services rendered have their 
influence upon the hospital staff as well as upon patients. 
Both are quick to detect this administrative weakness and 
to take advantage of it. The patient learns to secure free 
service illegitimately and the staff becomes careless and 
disinterested in the financial welfare of the institution, with 
a consequent increase of expense per capita as well as a 
decrease of income. The second and perhaps the greatest 
advantage comes from the careful correlation of income 
and expense—of earning capacity with spending capacity. 
This is the cornerstone of good business management.” 

In the administration of hospitals, private patients both 
resident and non-resident are charged with all the services 
and treatments which they receive. Public ward patients, 
paying the lowest rates, are not as a rule required to pay 
for any services other than board and nursing. The clinic 
patients may make some payment, though many of them 
will not and are not required to do so. Regulations govern- 
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ing public hospitals usually require that all treatments be 
provided at the rate in effect for public ward board and 
nursing. This rate does not usually meet the cost of operat- 
ing rooms, drugs, laboratories and other service charges. 
Compensation boards and other benefactors and associations 
generally state to what extent and at what rates they will 
pay for board and nursing and “extras.” 

It will be seen that with a system of accounting which 
ignores a revenue policy, many charges which should be 
made for services given, will not be reflected in the records, 
with the result that the cost of maintaining a service or 
department will appear inordinately high in relation to the 
income received. 

A definite policy should be adopted establishing standard 
rates of charge for each unit of service. When such a 
policy has been formulated the medical, nursing and clerical 
staffs will be instructed as to its application. It should be 
kept in mind that the employee who contributes even the 
slightest thought to a new system is bound to be enthusi- 
astically loyal to it. Each patient, whether resident or non- 
resident and regardless of classification, will be charged 
for every service or treatment received, and all members of 
the staff, such as the doctors, nurses and clerks, who receive 
treatment will also be included under this arrangement. 
As it is no part of the duty of a member of the staff to 
administer the financial policy of the institution he must 
not be permitted to alter or waive any charge. The ac- 
counting office and those in authority alone should control 
the disposition of such matters. The charges will be 
“liquidated” either as a cash payment, departmental ex- 
pense or as a straight deduction from departmental rev- 
enues. 

Accounting Procedure 

The accounting routine required to furnish sufficient 
information to the general office as to revenues, the method 
of recording and disposing of them and the preparation 
of concise and accurate daily statements is relatively simple 
and easily controlled. Larger hospitals will have or can 
afford specially designed accounting machinery to take 
care of the particular system. The smaller units are in a 
position to make the necessary changes with little effort 
and have manual controls over the daily recording. 
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Admissions—The admitting office is the source of most 
of the accounting statistics; it receives and checks all the 
information from private rooms as to the admission of 
patients, and usually makes the admissions to the public 
wards. Emergencies are made directly to the room or 
ward, the necessary information being obtained later for 
the admitting office according to an established routine. 
From this information there is prepared, either by a type- 
writer or duplicating equipment, a permanent record in as 
many copies as the size of the institution requires. 

The first notification to the accounting office of the 
admission of a patient is its receipt from the admitting 
office of a copy of the admission notice and a prepared 
ledger record, containing all the relative information as to 
name, address, age, etc. It is important that the informa- 
tion be definite as to whether or not the patient is private, 
public, municipal or otherwise “indigent.” As both the 
notice and the ledger record are original entry forms and 
open to error, the daily census is an important supplement 
to the accounting records and acts as a check on the 
admissions. Mistakes in either of the original records, 
unless detected by the census taking, will lead to errors in 
the ledgers and a possible loss of revenue. 

Census—The census is the physical count of all patients 
in residence, and is usually made as of midnight by the 
head nurse on each floor or ward. It is not sufficient to 
make a count of “heads” by an examination of the ledgers 
or index of patients, for patients have occasionally been 
known to depart suddenly and without notice. Changes in 
the census should be checked to the records each morning, 
and the ledgers and other records adjusted accordingly. 
Moreover, the census must be reconciled daily by taking 
the previously balanced total, plus new admissions and 
births, less discharges and deaths, the resultant figure being 
equal to the new census. 

Accounts—The number of patients having been estab- 
lished, the records are ready to receive the charges for board 
and nursing and other items. Daily posting of charges for 
room or board and nursing is recommended for all private 
room patients’ accounts, especially when the stay in hospital 
is a short one. If it is known that the patient will be there 
for a longer period, charges can be made weekly, and this 
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applies generally in the case of public ward patients. All 
accounts are of course posted up to and including the last 
day of the accounting period. Posting weekly from the day 
of admission has the advantage of spacing the work over 
the week and reducing the amount of work on any one 
day, and ledger cards with “day tabs,” i. a separate tab 
for each day of the week, are suggested for these accounts. 
The required card for the day of admission is made out, 
and all cards for a particular day are taken out and posted 
for the amount of board and nursing for one week ending 
on that day. Upon receipt of notice that the patient is 
being discharged, charges will be made up to that moment 
and, if necessary, provision made to refund any unused 
portion of an advance payment. 

Accounts for “free” patients or those who are in resi- 
dence under municipal or government order are somewhat 
different in that the public bodies usually settle for a month 
or other stated period for the total amount of patient days 
reported. As the keeping of individual accounts for such 
patients would involve much unnecessary clerical work, a 
daily register provides the easiest method of recording the 
total number of free days, and from this the return to the 
municipality is prepared. Though there is no ledger card 
to which the admission must be agreed, there must be a 
check to see that the entry is properly made in the register 
of patients. 

With a mechanical method of posting there is a proof 
total or machine total available for the record of the total 
board and nursing charges entered during the day or period. 
Under a manual system of accounts much of the foregoing 
is subject to alteration, as there is no suitable medium for 
the accumulation of the individual charges. The register 
of patients is generally drawn up to act as a posting medium 
and in this the days of stay, the rate and total charge for 
board either to the end of the month or for the stay are 
calculated and entered. However, it is possible to devise a 
system of slip charges for the actual board and nursing 
* gervices and this is described in the following paragraphs. 
Such a method is only adaptable to very small hospitals or 
in specific cases. 

Departmental Charges—The charges from the various 
departments are obtained from serially numbered duplicate 
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slips, which are supplied to each department, and are hand- 
led in the following manner. A charge for each unit of 
service is made out in duplicate, the copy being retained 
in the department, showing the patient’s name, room or 
ward number, hospital number, treatment or service given 
and the standard charge for that service. Smaller hospitals 
especially may find it advisable to have the accounting 
office insert the rate of charge thus having but one depart- 
ment responsible for the correctness of the rate and re- 
ducing the clerical work on the wards. The information 
on the charges will come in almost every instance from 
the requisition for service or treatment sent to the depart- 
ments. The original slips are forwarded to the office at 
stated intervals depending on the volume. Statistical infor- 
mation can sometimes be included on the form thus 
eliminating duplication of records in the departments, and 
in such cases the original may be retained, the duplicate 
being sent forward. Care must be taken to see that the 
departments affected are notified of discharges, otherwise 
charges may be received too late to enter on the accounts. 
Such omissions are of course actual losses and add further 
to the cost of operation. 

As the charge slips are received in the office they will 
be sorted into order of departments. The accounting for 
missing numbers can be left until the next day provided 
a proper check is made to see that any missing ones are 
traced and brought in then. As before, where no mechani- 
cal bookkeeping devices are employed, the slips will first 
have to be totalled by departments to find the amount of 
the credit to the department for work done or service given. 
As previously mentioned there will be found to be a number 
of items for those designated as “free” and for whom no 
extras are accepted. Unless the source of the charge can 
be relied upon for its accuracy it is advisable to check the 
items against the index for verification of names and to see 
whether items can be charged to that particular patient. 
The ones designated as “free” should be marked “non- 
charge” and momentarily laid aside. The remainder are 
ready to post to the respective accounts. 

The non-charge items are posted either in total or in 
detail to special accounts in the patients’ ledgers, an account 
being kept for each department. At the end of the account- 
ing period the total is reversed either as a deduction from 
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departmental revenue or as an accumulating total of “free” 
work of the various departments in the general ledger. 

Cancelling Charges—Authority to cancel charges rests 
for the most part with the general office staff and will be 
supported by information contained in the index of patients 
and by municipal or compensation orders. All other charges 
to be cancelled, such as “courtesy allowances” for all or 
part of the account and for doctors and nurses and others 
of the staff, should be referred to an executive officer. With 
regard to the question of credit management, the New York 
Conference on Hospital Accounting states, “The time to 
determine whether a patient is to be only part pay or free 
is when he seeks admission. A large proportion of subse- 
quent allowances and ‘write-offs’ of bad accounts can be 
avoided by competent credit inquiry when the patient is 
admitted. Poor credit work at that time will usually result 
in increased worry and work for the executives and office 
staff and increased expense for the hospital. In fact it 
may be a contributory cause to a hospital’s operating deficit. 
An efficient person in charge of the credit department 
should be able to increase the receipts of a hospital far in 
excess of the expense of the department.” 

Out-Patients’ Department—Adequate mention of the 
work done in the out-patients’ department is difficult; con- 
ditions vary greatly from one hospital to another, and what 
is satisfactory in one is quite impossible in another. There 
may be much work and difficulty in recording the real and 
potential revenues of a large clinic in the manner suggested 
for the other departments. The New York Conference on 
Hospital Accounting recommends that, “The tickets for 
admission to the various clinics should be controlled by 
numbers printed thereon. They should be stocked by the 
accounting department, charged to the cashiers the same as 
money, issued by them to the patients, collected at the 
clinics, delivered back to the accounting department and 
there credited to the cashiers. To facilitate handling, the 
tickets for each kind of clinic should be of a different color.” 

The records applying to donations, capital income and 
the like require no comments, beyond seeing that proper 
control is exercised over their collection and recording. 

Daily Reports—The preperation of daily reports comes 
from what appears to be a mass of detail. The machine 
totals or the totals from the manual proof of postings will 
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give the total daily earnings from board and nursing. In 
the same way, the machine totals or the recapitulations of 
the departmental charge slips will indicate the departmental 
earnings for the day. The record from the special non- 
charge accounts will indicate the amount of the “earnings” 
which will not be realized in cash, but which were necessary 
for the care of patients. The sum of these items, recorded 
in detail as to departments, plus receipts from donations 
and captial income, constitutes the daily revenue or earn- 
ings. 
Control of Expenditures 

The expenditures of a hospital are not very different 
from those of a commercial organization, except in their 
description, for supplies must be purchased, wages paid and 
capital expenditures made. 

No point is to be made by referring in this paper to the 
routine accounting for expenditures. More importance is to 
be attached to the control of supplies and expenses after 
they are ordered. 

In the same way that hospitals are being asked to account 
for revenues they are also being required to account for 
expenditures made. However, merely accounting for ex- 
penditure is not sufficient; the economy of issuance may be 
much greater than the economy of purchase and this re- 
quires control of stores through proper orders for goods 
issued. Departmental distribution of these stores compiled 
from the requisitions enables the executive to isolate ab- 
normal use of supplies and aids in comparisons of one de- 
partment against another, and is altogether more useful 
than the tabulation of the original purchases. 

Stores 

The first step towards the control of supplies is through 
a central purchasing office followed by an organized stores 
department where all goods received are properly checked 
in and followed back to the original order. The stores 
department is controlled by the maintaining of running 
book inventories of all classes of stores on hand. All items 
received are entered into stock at cost, and through the 
requisition forms are charged out at the same unit price 
to the department, ward or floor which made the requisition. 

As with the system of charge slips for the recording 
of departmental revenues, care must be taken in the design- 
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ing of the stores requisitions and the method by which 
they are issued, the instructions and detail contained there- 
on, and the authority for their being issued. The depart- 
ments should be instructed to curtail the use of supplies. 
There is no necessity for a constant running to stores 
departments for everything that is needed and at all times 
of the day and night. Except in cases of emergency, it 
should be possible to regulate the issuing of stores to defi- 
nite periods or days of the week. If the various depart- 
ments are equipped with proper cupboards and facilities for 
storing small quantities of commonly used supplies, and it 
is the duty of the supervisors and superintendents to keep 
sufficient quantities on hand to suffice normal daily needs 
and under their direct control, it can soon be made possible 
to curtail the indiscriminate use of supplies “because there 
are lots more in stores.” Such regulation moreover elimin- 
ates unnecessary work for the stores department, avoids 
an excess in staff, simplifies the keeping of inventory 
records and ensures smoother operation of all departments 
concerned. 

The numbered requisitions received from stores after 
being duly passed as proper, priced and entered in the stores 
records, are sorted, accounted for and tabulated. The 
former purchase journal or voucher record is used to detail 
by departments the cost of the various items of supplies 
used. For comparative purposes, the major divisions of 
supplies can be shown, such as drugs, surgical supplies, and 
cleaning supplies. The total of this tabulation is credited 
to the stores inventory control account or accounts in the 
general ledger. 

The distribution of original purchases will probably be 
required for government statistical purposes, but under any 
form of treatment that record is secondary to the actual 
prorating and distributing of supplies and expenses direct 
to the departments. Expenses such as light and power, 
heating and other indirect expenses can be prorated on the 
basis of space occupied or approximate current consump- 
tion. 


Some Results 


The results of changing over from any previous incom- 
plete or inadequate method of accounting will show several 
important and interesting facts. If the executives of the 
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hospital are to know exactly what is involved in treating 
a large number of patients who are on relief or otherwise 
unable to pay for their hospital services, only figures such 
as are obtained from this method of accounting for revenues 
will show the true picture. It can then be determined what 
departments are operating at a profit or at a loss. The fact 
that the departments are not paid for their work is not 
necessarily their fault. The final summarization of the 
statement, whether for the month or for the fiscal period, 
will show that while the hospital had been operated at a 
deficit, the directors will be able to point out that during 
the period potential earnings were received which more 
than offset the loss as shown in the profit and loss account. 
They will be able further to substantiate the results of their 
work for the period by showing by means of percentage, 
costs, and other figures, that the charges for services were 
if anything too low; that the Government grants and allow- 
ances were justified, and that the public spirited citizens 
who donated money to the institutions were entitled to 
credit for the interest and the sacrifice which they made in 
carrying on public benefactions. 


If the public at large were given the opportunity of 
seeing figures of this nature, and allowed to realize the 
tremendous burden which the public hospitals are bearing 
as a result of economic conditions which place a considerable 
number of people in a position where they are unable to 
afford vitally necessary treatments, much of the criticism 
of hospital costs and deficits would disappear. 





THE CANADIAN CHARTERED ACCOUNTANT 


ECONOMIC DESIGN FOR BUILDING 
W. A. McKague, M.A., Toronto 


For our Canadian building program—recovery model— 
we have taken leaves from the books of Great Britain 
and the United States, without adequate study of the en- 
tire table of contents. We have something of the technique 
but not enough of the economic design to duplicate the 
current construction activity of those countries. 

In Great Britain a sound economic basis for new building 
has been established through changes, not so much in the 
general standard of living as in the monetary scale of living. 
There have been important advances in the wages of in- 
dustrial and clerical workers, and though this has been 
offset by intensified tax levies and by increased commodity 
prices, the proportion available for housing expense also 
amounts to more in pounds and shillings, permitting a 
higher scale of monetary values in the housing line. Ability 
of the average worker to pay more currency in the form of 
weekly or monthly rent has established an active demand 
for new structures put up as paying propositions. There 
is nothing of charity, and for that matter little of govern- 
ment money, in the British housing schemes. The land- 
lord, even though he may at times be a co-operative society, 
comes along for his rent just the same as before. If the 
average British citizen through this development enjoys 
a modern though humble home, in place of his former un- 
improved cottage, it may be considered an advance in living 
comforts. He may prefer that to attempting to own a 
motor car or seeing Paris. It is probably true that housing 
conditions in Britain were backward and that only now are 
furnaces and bathtubs being impressed on the average cit- 
izen as standard equipment. 

In the United States the federal government was in such 
a financial position that it could scatter billions to the four 
winds in the hope that some of them would prove to be 
seeds of business recovery. A large proportion of the 
money has gone into construction, ranging all the way 
from Boulder Dam on the Colorado to cheap houses in 
Milwaukee. While the United States probably already had 
the best housing conditions in the world, on the average, 
still there were many centres, especially in the south, where 


34 





ECONOMIC DESIGN FOR BUILDING 


new structures could replace the old on a vast scale and 
with at least the prospect of earnings through improved 
employment. 

In Canada neither governments nor municipalities have 
been in a position to squander money or even to speculate. 
Post-war housing schemes indulged in by many municipali- 
ties, with government aid, have left their shadows behind 
them. Accordingly the door was shut to the United States 
plan which is based on governmental borrowing. Nor have 
we developed in Canada anything like the co-operative suc- 
cess which has been relied upon in Great Britain. Further, 
the existence of a higher living standard in the past in 
Canada than in Great Britain had already trained the people 
in central heating and plumbing. Your Canadian now 
reaches out to motor cars and oriental rugs, even if he has 
to buy them on instalments. 

The Dominion government has at least gone the distance 
of setting up financial machinery to put cheap money at 
the disposal of house-building. The Dominion Housing Act 
of last year provided for a maximum of only $10,000,000 
of government money, but this was to be a kind of safety 
margin for the protection of the regular lenders. The pro- 
posed improvement loans, announced in recent weeks, are 
to be on the same general plan. In both cases the limited 
amount of government money is to find its way into cir- 
culation through the institutions which regularly lend on 
buildings, and through the banks, in conjunction with some 
of their own funds. This part of the plan is highly com- 
mendable. It avoids the setting up of competition between 
governmental and other institutions, thus protecting the 
organization for building finance which has been built up 
in the past and at the same time utilizing it for the handling 
of the new loans. Of course your die-hard inflationist is 
disappointed that the door to the money vault is still guarded 
by the henchmen of the capitalists. But he will have to be 
content with cheap money until such time as he can convince 
the voting public that free money is good and practicable. 

There is still a gap between cheap money and building 
activity, however. Volume of business under the Dominion 
Housing law, which has been in effect for something like 
a year, has been disappointing; in fact, it has been so 
trifling that the scheme is nearly dead. Building has im- 
proved a little during the year but it seems to prefer the 
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normal channels of finance. The introduction of the gov- 
ernment as another party interested in the loan appears 
to have added just a little apparent red tape to the already 
complicated business of raising money on a mortgage. Im- 
provement loans are on the basis of personal credit rather 
than mortgaged security, but it remains to be seen whether 
they will be any more readily accessible. 

The experience to date and a study of the present facts 
suggest that further patience will be necessary before the 
slack in building work is taken up by cheap money. We 
still lack the economic design for building, which is just 
as essential as is the financial machinery. The existing 
agencies for lending were not so bad as it was; certainly 
they had been adequate for several building booms in the 
past. 

First of all we will likely have to develop a new per- 
spective of construction work in Canada. What we have 
been accustomed to view as a normal or average level has 
really been an inflated one—one which was possible only so 
long as new capital was coming into Canada. Until a few 
years ago, and excepting the war years, capital flowed into 
Canada for investment at a rate averaging not far short 
of $100 million a year. Specifically, we took Britain’s tex- 
tiles and the United States’ steel and coal and gave our 
bonds and mortgages in exchange, employing some of our 
people in building for the future rather than in producing 
commodities for immediate shipment. In that way we ac- 
cumulated a total of about $7,000 million of outside capital 
here. Most of this is in public works and railways. Some 
of it is in holdings of corporation securities. A relatively 
small part consists of direct title to real estate or industry. 
At one stage we put our people to digging canals. Then 
over a long period they constructed railways. After the 
war they were building power plants, paper mills and fac- 
tories. And all the time there was building of houses and 
shops to meet the demands of a growing population. For 
many years the amount of annual construction of all kinds 
ran to over $200 million, or $300 million, or $400 million, 
and even to more than $500 million in the peak year 1929. 
A depreciation rate of say two per cent. or even three 
per cent. on the existing works (most of them being in- 
tended to last fifty years or more) would fall short of those 
figures. In other words we were increasing our capital 
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equipment—but on credit as well as out of our own savings. 
Checking the construction figures against estimates of total 
annual production, it is found that in many years more than 
10 per cent. of our energies and values went into building. 
That is an abnormally high ratio, which can be maintained 
only through an inflow of capital or else by saving at a 
more intensive rate than we have been accustomed to. 

Now we are giving our creditors the run-around. We 
enact laws which make it hard for them to realize on their 
mortgages. We use municipal money for relief instead of 
for bond interest. We play with the idea of governmental 
default. And where an equity or a corporation is involved, 
we burden it with new taxes. This article is not under- 
taking to weigh in the balance these actions or proposals. 
Our point here is solely this— having done so much to 
frighten capital away, we have undermined what was prob- 
ably the main prop to building in Canada, namely, the in- 
flow of capital for investment. If we want building to re- 
turn to its former scale then we will have to rebuild 
confidence by a long and painful process of paying as we 
go and producing commodities on such a scale as will pro- 
vide not only for the commodities we need to import but 
also for interest on investments already made here. At 
the best, foreign capital offers no early help in Canadian 
development. 

A second economic design for building would be on a 
socialistic plan. If we could persuade 90 per cent. of our 
people to employ the other ten per cent. on capital works, 
we could set new records in development. We might take 
the extreme example of Russia. Undoubtedly the Soviet 
has effected a greater increase in productive equipment, 
in the past decade, than was done in any generation under 
the Czars. But its methods have involved a virtual indus- 
trial slavery—the existence of millions of workers on a 
standard of living which has been computed to be only 
one-fifth of that enjoyed by workers of France (which is 
not a high-standard country by any means) in order that 
other millions might industrialize ports on the White Sea 
and build a new railway into Siberia. Curiously enough, 
the proportion of unemployed or relief population in Can- 
ada is just about ten per cent. If we can conceive of them 
being transported to Hudson Bay under military escort, 
to expand our industrial frontier and to live on rye-bread 
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and bully beef levied on the older farming areas, then we 
can visualize the universal employment and expansion that 
would be possible under state socialism and planned econ- 
omy in Canada. 

If our imagination falls short of this, it may still find 
some difficulty in translating present unemployment into 
future activity on the terms prescribed by the industrial 
codes which have become the vogue in some provinces. 
Relief scales may be comfortable (we do not attempt to 
criticize them one way or the other) but they are a far 
cry from wage scales of from 60 cents to $1 per hour pre- 
scribed for building trades under these industrial codes. 
We are still capitalizing most of the relief bill and of course 
are getting nothing for our money excepting new taxation. 
But if we are to provide enough employment to take up 
this slack at the wage rates indicated, then we must dig 
deeper for the money to buy the buildings, and into our 
own rather than into the pocket of the investor in Great 
Britain or the United States. The codes may be social 
ideals, but from the very fact that they curtail rather than 
expand employment they are injurious measures under 
present conditions. 

The economic design for building will not be complete 
until earnings from property reach such a level as will 
provide a satisfactory return to the investor. So long as 
a dwelling house that brings $420 a year rental requires 
$320 for interest, depreciation and obsolescence (eight per 
cent. on a capital investment of $4,000) and another $100 
a year for taxes, there is no economic basis whatever for 
building; therefore, what use is it to offer loans at five per 
cent.? Capital right now is earning five per cent. on cor- 
poration securities which are just as attractive and which 
are more marketable. The real estate situation has im- 
proved to the extent that in most places mercantile and 
dwelling space is fully occupied. The increase in other in- 
dustrial activity has been sufficient to increase employment 
and wages to that extent. But it must carry the load fur- 
ther—to such a point that space becomes actually scarce 
and rental value increases. Thus far, according to available 
information, advances in rents have been slight, as might 
result from occupancy of the surplus of space which was 
formerly unused. 

What we need is still more production from our present 


38 





MONETARY MISCONCEPTIONS 


facilities. Fortunately trade conditions are such that we 
can again sell all of our wheat and our copper and our news- 
print at prices which represent at least some kind of earn- 
ings. Perhaps by another year our power plants and our 
flour mills will be nearer to capacity operations. All this 
trend widens employment and wage distribution besides 
leaving a margin for the shareholder. Let us look to further 
improvement in our income from consumers’ goods, which 
are now readily sold on a stable or advancing market, before 
we expect too much in the way of expansion in the capital 
equipment in either industrial or housing form. That stage 
will come when the keystone of earnings completes the 
arch. 


MONETARY MISCONCEPTIONS* 
By F. C. Biggar, Toronto, Ontario 


c IS NOT from the technical angle but rather from the 
practical business man’s point of view that it is proposed 
to discuss some of the current monetary misconceptions. 

In the old days aristocratic families had a quaint custom 
of employing a whipping boy to be brought up in the house- 
hold with the heir and his brothers during their childhood. 
His job was to bear the blame and take the lickings for 
any mischief or damage which his companions might do, 
even though he had no share in the misdeed—obviously a 
most satisfactory arrangement, from their point of view. 

There are, it is evident, quite a number of people in 
Canada who would like to make the banks whipping boys 
for the community, urging that they should be punished 
for all the troubles we face today. They lay upon the 
bankers alone the responsibility for the depression and its 
calamitous results. 

But are the banks and bankers guilty, as these critics 
ask one to believe? It is well to remember that the policies 
and practices of the banking profession have been subjected 
twice within the last three years to a most searching ex- 
amination, first by the MacMillan Commission and then 
by the House of Commons Committee on Banking. 





*The material in this article was criginally presented in the 
form of an address to the Rotary Club, Montreal, in June 1936. 
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Canadian bankers emerged from those tests with con- 
siderable credit. In line with the evolution of banking 
theory in other parts of the world the Bank of Canada 
was established and arrangements were made to concen- 
trate gradually in its hands the right of note issue. Apart 
from this step only minor changes were found to be nec- 
essary or desirable in our banking system and legislation. 

To unbiased people that should, one would think, have 
given the bankers a fairly clean sheet, but it has not silenced 
the critics. They say, for instance, that the reason for 
the stagnation in business is that the banks will not lend 
money sufficiently freely to start things going. Does such 
an accusation make sense? Since the banks get from loans 
nearly twice as much income as they do on the average 
from an equal investment in bonds, is it not obvious that 
banks will lend as freely as they dare? It is hardly too 
much to say that every General Manager in Canada would 
be almost as delighted if the total of his loans were doubled 
as he would be to win the Irish Sweep. 

A bank cannot, of course, force a loan on a customer 
who does not want to borrow, and no one will borrow un- 
less he believes he can make a profit by using the money 
lent to him. Those are the principal reasons why loan 
totals have shrunk to the present figure. 

When, however, borrowers do seek advances three con- 
ditions are essential to permit free lending by the banks. 
The borrower must be honest, his venture must have a 
fair chance of success, and he must own liquid assets which 
offer some measure of protection to the bank should the 
borrower’s plans go awry. 


Are those conditions unreasonable? Any one who sells 
goods on time knows that he could at least double his sales 
if he dismissed as unimportant the question of the buyer’s 
desire and ability to pay his debt in due course. He knows, 
too, however, that if he were so reckless his losses and his 
frozen accounts would not merely be doubled, but would be 
multiplied ten, twenty or thirty times over, and he would be 
headed for bankruptcy. 

Banking in that respect differs in no way from trade 
and, since it requires only $6,000 in bad loans, which must 
be written off, to swallow up the gross profit derived for 
a whole year from $100,000 in good loans, it is obvious 
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that any relaxation of care in lending would soon prove 
fatal even to the strongest bank. 
Credit-From-Thin-Air Theory 

Perhaps the reader is a convert to the doctrine that 
bankers manufacture money out of thin air with their 
fountain pens. Were that theory true banks need never 
fail, despite bad debts and frozen assets, for they would 
create at will all the money they needed at any time to 
meet depositors’ claims. Yet banks do fail. 

Canadians, through lack of experience, do not fully ap- 
preciate the cost to the community of bad banking for only 
one bank has failed in this country since 1920. Our neigh- 
bours to the south—where bank money is brought into ex- 
istence in exactly the same way as it is in Canada—have not, 
however, been as lucky as we. 

In June 1920 there were just over 30,000 banks oper- 
ating in the United States. From that date until the end 
of 1934—a period of 1414 years—more than 13,600 banks 
in that country suspended payment—that is, over 45% 
of the 1920 total. 

That appalling record should sink into the minds of 
Canadians for of these failures probably 99% were due 
to bad debts and lending against mortgages and other fixed 
assets, or in other words, unsound banking. These statis- 
tics demonstrate beyond argument the complete absurdity 
of the “money from thin air” theory. 

The fact deserves emphasis that when a bank fails it is 
not the shareholders alone who suffer, though they will 
probably lose all or more than all their investment. These 
13,600 banks which suspended payment carried 7 billion 
800 million dollars in deposits, and every one of their de- 
positors was deprived of the use of his money for a shorter 
or longer time. Probably a few got their money back 
in full within a year or so, but it is likely that most of 
them lost from 25% to 50% of their savings, and a number, 
no doubt, recovered nothing at all. 

Shareholders and depositors, however, were not the only 
losers, for the liquidator of a failed bank is forced in order 
to meet depositors’ claims, to demand prompt repayment at 
maturity of al] the bank’s outstanding loans. The borrower 
must meet that demand whatever the hardship or loss it 
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entails to him, to those he employs and to those with whom 
he has been trading. 


Losses From Lending Inevitable 


It is not claimed for a moment that Canadian bankers 
make no bad loans. There are over thirty-four hundred 
branch managers in Canada to whom applications for loans 
are made every day. They, as individuals, decide—without 
reference to their Head Offices—the merits of about 80% 
of these applications. Naturally Managers are not all equal 
in skill and intelligence, so occasionally, through an error 
in judgment, an advance, which might safely be made, is 
refused. That occurs, however, much more rarely than the 
granting of loans which involve the bank in a loss. 

Each year part of the earnings of every bank must be 
set aside for write-offs because no banker worth his salt 
can entirely escape loans which turn out badly. If he 
never loses money he must be lending only where there is 
no risk whatever. He is, therefore, contributing little to 
the welfare, the productive output and the wealth of his 
community and is besides missing a lot of good and profit- 
able business. His earnings in consequence will be neg- 
ligible. 

If, on the other hand, in striving to make big profits he 
tends always to underestimate the normal hazards of lend- 
ing, all his earnings, and probably more than all, will be 
absorbed in writing off losses. 

Those contrasting dangers are the Scylla and Charybdis 
between which a good banker must learn to steer. To the 
extent that he succeeds in choosing a middle course he is 
serving to the fullest possible extent the true interests of 
the whole community, as well as those of his bank, for he 
is then granting to borrowers the maximum accommodation 
which he can give without endangering the safety of his 
depositors. 

Bank Nationalization 


Some people urge that the chartered banks should be 
nationalized and that all banking operations should be a 
Government monopoly. They seem to think that if the 
Government undertook the job of making commercial loans 
it could afford, in judging the claims of borrowers for 
credit, to be much more lenient than the private bankers 
can dare to be. They believe also that this greater free- 
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dom in lending would cure the shortage of money, from 
which they claim Canada is suffering today. These claims 
and beliefs might be examined to see whether they are 
based on realities. 

It is important to realize first that whether the banking 
business is under Government or private administration 
loans which borrowers cannot or will not repay mean losses 
which must be covered by someone else. Loans, which are 
a bank’s assets, create deposits, which are its liabilities, 
and if at any time its liabilities exceed the realizable value 
of its assets the bank is no longer solvent. 

Secondly, frozen loans are useless as a means of meet- 
ing depositors’ demands for cash. Assuming that the banks 
were nationalized, unless the Government followed sound 
banking practice a time would come when the depositors 
could not get their money when they wanted it, and either 
they or the taxpayers would have to take a loss. There 
seems to be no convincing reason why either depositors or 
taxpayers should be asked to pay for a Government’s mis- 
taken altruism in lending carelessly. 

Perhaps it may be thought that the Federal Govern- 
ment, if as a banker it should find itself in need of cash 
to meet depositors’ demands, could float a bond issue. Apart 
from the unnecessary cost to the taxpayers of making an 
issue for such a purpose its successful flotation is by no 
means a certainty. Two of our provincial governments 
which entered the banking field believed that they were 
keeping their assets sufficiently liquid when they invested 
their depositors’ money in bonds of their own provinces. 
They relied on selling these bonds should their small cash 
reserves become exhausted. When the pinch came, how- 
ever, they founa vat their reliance was misplaced, and that 
their assets were frozen, for no one was then willing to 
buy their bonds. In one case depositors suffered no incon- 
venience because the chartered banks took over the liability, 
but in the other the depositors are still unable to cash their 
savings certificates. It is conceivable that rash lending 
on a large scale by a nationalized bank might lead the 
Federal Government into a like crisis. 

It may be argued that as the Government, through the 
Bank of Canada, has the power of note issue, it could ex- 
tricate itself from such a predicament by issuing printing 


JANUARY, 1937. 43 










THE CANADIAN CHARTERED ACCOUNTANT 


press money. Though some optimists advocate new note 
issues as a cure for the depression none, so far as can be 
ascertained, has recommended that dangerous expedient 
merely as a way of escaping the logical results of adminis- 
trative mismanagement. Moreover, were liabilities met 
with new note issues the public would still pay the price. 

A good deal has been written recently on the effect of 
currency inflation so that it need not be discussed here.* 

However, a glance might be given at the justification 
for the claim that what is needed in Canada is more money, 
and that it is the lack of circulating medium which handi- 
caps recovery. Actually, though money is badly distributed 
and is circulating very slowly, there is no shortage in the 
total supply. 

Consider the facts. Interest rates are lower than at 
any time within thirty years. That is a pretty effective 
test that money supplies are ample, but bank figures give 
a further confirmation, for total bank deposits in Canada 
are now (May 1936) 144 million dollars higher than the 
average of 1927, a year of great and increasing business 
activity. 


Moreover, are nations not blinding themselves to reali- 
ties when they conclude that variations in the supply of 
money are the principal cause of their distress and that 
to restore prosperity it is therefore necessary to manipulate 
money in some way? 


The Source of Purchasing Power 

Strip the problem to its essentials and you are likely 
to agree that man’s purchasing power is measured by the 
value or price he is willing to accept for his goods or ser- 
vices in its relationship to the value at which others will 
part with the goods or services he needs. 

It is true these values are measured in terms of and 
are paid for in money, but that is incidental. It is not the 
money supply but the achievement of a reasonable balance 
in the output and value of each type of goods and service 
as compared with the output and value of all other types 
which creates trade in the greatest possible volume, and 
thus raises the purchasing power of all individuals to its 
maximum. 


*See an article on the subject in the July 1936 issue of THE 
CANADIAN CHARTERED ACCOUNTANT. 
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The reader is not asked to accept this statement blindly. 
It will stand up under analysis. He knows, for example, 
that when through lack of demand the price of some com- 
modity falls substantially below the general level of other 
prices the purchasing power of those who produce that 
commodity is bound to shrink. Since they get less money 
for what they have for sale, it is obvious that they will 
have less to spend on what they want to buy. Is it not, 
therefore, clear that the change in comparative values has 
caused the trouble, and that the money supply is not at 
fault? 

Every producer is, of course, a consumer and because 
of such an upset in the purchasing power of one group of 
producing consumers other producers may find they cannot 
sell all their goods or services or else must cut their prices 
to make a sale, and so in turn their purchasing power as 
consumers is also reduced. Thus the effect of one single 
price discrepancy tends to spread throughout the whole 
community like the ripples in a pond from a flung stone. 

When a sharp fall in value occurs not in a single com- 
modity alone but almost simultaneously in a number of 
different ones, while the prices of many other goods and 
services remain almost unchanged, the result is a major 
depression such as that through which we have been 
passing. 

So long as serious price disparities continue trade and 
the circulation of money are hampered, checked and 
strangled. The wholesale distribution of money which some 
advocate may temporarily ease the situation but in the 
end will greatly increase instead of curing our distress. 

It is submitted that the supply of money under our 
present system adjusts itse!f almost automatically to the 
volume of business activity, and it is the achievement of 
a reasonable balance in prices which will not only permit, 
but will positively ensure, the maximum freedom in the 
exchange of goods and cause money to circulate throughout 
every part of the community. 


Causes of the Depression 


What are the chief causes of the present disastrous 
upset in the balance of prices, and of all the ills which that 
upset has brought upon us? The most important might 
be summarized as follows: 
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The immense sums borrowed from 1914 onward, both 
nationally and internationally, for the purchase of muni- 
tions and war material. Since these purchases were 
destroyed or consumed as soon as received the borrow- 
ing nations were left with a huge burden of unproduc- 
tive debt for which they held no offsetting assets. 

The over-stimulation of production in the New World 
during the war to supplement the shrinking output of 
Europe where over 50 million men, withdrawn from 
their normal occupations, were called to serve in the 
opposing armies. When these soldiers returned to 
civilian life European production gradually recovered. 
In consequence world over-production in certain direc- 
tions inevitably developed with a calamitous effect on 
prices. 

The post-war trade boom based in part on the re- 
habilitation of the battle areas but also on the under- 
taking elsewhere of construction and other projects de- 
ferred during the war. In some countries the work was 
in a large degree financed with the proceeds of foreign 
loans, perhaps the first of numerous efforts to restore 
normal business by “priming the pump.” The boom 
terminated abruptly when foreign lending stopped. 

Finally, the breakdown of overstrained European 
currencies, the imposition of exchange restrictions, of 
import quotas and of rising tariff barriers both at old 
national boundaries and at the many new ones created 
by the Peace Treaty. The result was that where in the 
past the exchange of goods and services could take 
place with little let or hindrance it is now hampered 
and blocked by almost insuperable obstacles. 

The modern monetary and economic systems are far 
too delicately balanced to work smoothly when eight inch 
shells and political monkey wrenches are thrown into their 
intricate machinery. That they continue to work at all, 
even though they squeak and groan in operation, is a 
marvel—a tribute to man’s ingenuity in overcoming dif- 
ficulties. 

Political Factors 

One should remember that most of the barriers which 
now prohibit trade or reduce its volume have come into 
existence as the direct or indirect result of national policies 
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adopted by the cabinets of the countries concerned and ap- 
proved by the elected representatives of their peoples. 


No general condemnation of these policies is intended 
for it is recognized that Governments were frequently 
driven by circumstances which they could not control. Very 
often their choice lay between two recognized evils of which 
they had to select that which seemed to bear less harshly 
on their own people. 

The responsibility of Governments, of politicians and 
of voters is mentioned merely to stress the confused think- 
ing or blind prejudice of those who claim that on bankers 
alone, and on their management of money, must rest the 
blame for all the troubles from which the world is now 
slowly emerging. 

Bankers are not supermen. They are as prone to err 
in their judgment and decisions as are other human beings 
and they know it. They can declare with Tommy Atkins 
in Kipling‘s ballad 


We ain’t no thin red ’eroes 
Nor we ain’t no blaguards too 
But single men in barracks 
Most remarkable like you. 


It may be fairly claimed, however, for the Canadian 
banker, that the traditions and standards of his profession 
are high, that he consistently strives to live up to them 
and that his record is one of which he need not be ashamed. 

The bankers may well join with Baron Louis, a French 
Minister of Finance during 1830 in saying “Faites-nous de 
bonne politique et je vous ferai de bonnes finances.” 
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THE DEBT OF CULTURE TO COMMERCE 


By R. R. Thompson, Professor of Accounting, 
McGill University, Montreal 


T IS conceivable, when our ancestry was very near to the 

primeval human stock, that there was a time in which 
there was no exchange of goods at all among mankind, and 
each man and his family lived entirely on the results of 
their own efforts: it is certain that, whenever and wherever 
that condition of affairs has existed, the standard of living 
has been very very low, and there has been an almost com- 
plete absence of culture. This has been because of two 
of the unchanging facts of life, that no man is an expert 
at everything, and that the “Admirable Crichtons” of life 
are few and far between. 

On the other hand, most of us can be expert at some- 
thing, and accordingly, as man moved further from the 
primeval human stock, he learned that, if he were an expert 
in the fashioning of stone arrows and spear heads, and de- 
voted most of his working time to their manufacture, he 
could exchange them for skins and meat, and for pottery 
made by others, and have a more comfortable life, than if 
he tried to do everything for himself and his family. The 
result was that the exchange of goods commenced on an 
ever-increasing scale and complexity, and commerce became 
one of our earliest institutions. This primitive commerce 
allowed men more leisure for the appreciation and develop- 
ment of the amenities of life. 

It is certain that, if by some unheard-of means the 
exchange of goods was stopped compictely everywhere 
throughout the entire world, or in a section of it, so that 
every one of us in that area was thrown entirely on his own 
resources for the production of food, clothing, and other 
necessities of life, only a very small percentage would be 
alive after the lapse of a year. The peoples with the best 
chance of surviving would be the most primitive, such as 
the Esquimaux, or the stone-age savages of Africa. All 
places such as hospitals, institutions for the poor and sick, 
places of learning, schools of art, manufactories, and so on, 
would close within a few weeks, and our cities and towns 
would become resting places of the dead. Very few of us 
understand practical agriculture: those of us who can hunt 
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would soon destroy and consume the animals available: most 
of us would die of starvation very soon, and of those re- 
maining few could get the clothing necessary to survive 
climatic changes: as a result only a very small fraction of 
us would survive. It is certain that one of the first efforts 
of the survivors would be to seek to revive and make pros- 
perous one of our most ancient institutions—the exchange 
of goods. This seems to be a fanciful and extravagant pic- 
ture, but it shows truly what would happen if the exchange 
of goods ceased entirely, and it indicates how dependent we 
are on commerce for our very existence. 

The fact is that it is commerce which makes it possible 
for men to specialize in something, in which they are expert, 
or in which they obtain special knowledge. It is commerce 
which opens up between nations routes and means for trans- 
portation over the sea and over great natural barriers such 
as mountains or deserts. Men carry their ideas with them, 
and so these transportation routes form channels along 
which flow streams of different cultures, ideas, and learn- 
ing. Invariably, these streams flow both ways, and accord- 
ingly a constant interchange results and the culture of all 
increases. It is commerce which allows of extra leisure 
from productive toil. It is that leisure which makes pos- 
sible the development of the higher arts and learning. The 
development of painting, literature, sculpture, and design; 
the advancement of science and the pursuit of knowledge; 
such important institutions as universities, schools of art 
and learning, homes for the needy, and so on, are all, in the 
last analysis, dependent for their very existence on the ex- 
change of goods. Within the last few vears a reduction of 
international commerce alone has brought misery to millions 
of individuals, and has seriously impaired, if only for a time, 
the development and dissemination of the arts and knowl- 
edge.* As the exchange of goods is reduced so does our 

*The writer believes it a fallacy to assume that the best art and 
literature are produced by artists and authors fighting for the very 
means of their existence. It is granted that they must pass through 
severe trials in order that they may appreciate the deep things of 
life, but whilst many, such as Rembrandt and Burns, have produced 
great works when lacking some of the ordinary necessities of life, 
the probability is that they would have produced more of them, if, in 
their prime, their minds had been freed from financial worries. Hob- 
bema painted his masterpiece, “The Avenue at Middelharnais” after 
he had found it impossible to earn his living by his art, and had taken 


a small post in the Dutch Civil Service: Scott produced his greatest 
works before the financial crash, which ruined him. 
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standard of life sink, and we descend a little lower in the 
scale of civilization: one has but to think of the plight of 
the unemployed of the poorer cultured class in many great 
cities of this continent. On the other hand, great increases 
of commerce have given impetus and strength to great 
waves of general culture, and usually, when the commerce 
and its consequent wealth have died away, the waves of 
culture have lost their force. 

History is full of great examples, which demonstrate this 
clearly. 

Greece is a mountainous and rather barren country, and 
its coast-line is so indented that the bulk of its population 
has always lived near the sea. In ancient times its roads 
were few and poor and there was much internecine warfare. 
To the ancient Greeks the sea was a great open road, which 
led almost everywhere in the known world. As a result of 
the condition of the country, many Greeks were forced to 
look outside of it for a living, and accordingly they became 
great sailors and merchants, their ships carrying goods as 
far east as Trebizonde on the Black Sea, and as far west 
as the Mediterranean coast of Spain. They established 
trading colonies throughout the Mediterranean, and the 
cities of Greece commenced to grow because of their man- 
ufactures and overseas trade. By the seventh century B.C. 
Greek merchants and sailors had become acquainted with all 
of the races and civilizations of the Mediterranean, particu- 
larly those of the eastern portion, and from them had 
brought to the cities of Greece new ideas and theories as 
to life, government and so on. Because of this, Grecian 
cities, and especially Athens, became centres for the ex- 
change, not only of goods, but of ideas. 

These Greeks were men of acute and enquiring minds, 
and their cities produced not only merchandise but also 
theories and philosophies regarding ways of life and govern- 
ing men. As a result, ancient Greece built up a civiliza- 
tion, which some would say has not yet been surpassed; 
and with the wealth brought by her commerce developed 
her arts, so that in some branches they are regarded as 
perfect in their styles—in architecture, sculpture, the drama 
and others. For its general culture, Greece of the fifth 
century B.C., has never been surpassed, and such names as 
Herodotus, Thucydides, Aeschylus, Sophocles, Euripides, 
Aristophanes, Socrates, Plato, and Aristotle command the 


50 





THE DEBT OF CULTURE TO COMMERCE 


respect and admiration of the whole civilized world to this 
day. And all of these men lived at some time in Athens, 
which, with its seaport the Piraeus, was at that time the 
greatest mercantile and seapower of Greece. Her mer- 
chant-navy was unequalled. Greece fell, because Greeks 
could not unite her cities into one compact state with a com- 
mon loyalty. Greek culture and commerce lived on and 
developed even after Greece as a political power was subject 
to Rome, and after she had become part of Byzantium; but, 
later, when pestilence and warfare had ruined her wealth 
and commerce, she sank with them, and the culture of the 
Greece of 1000 A.D. was at a very low ebb indeed. Mean- 
while, Greek scholarship and art had found a home in Byzan- 
tium, and it lived there until that empire was finally de- 
stroyed by the Turks. 

Again: in the eleventh century men realized that Venice 
was a most convenient port for trading between Central 
Europe and the Orient, and, so, commerce brought pros- 
perity and wealth to Venice, and through that city to north- 
ern Italy. It is significant that in Bologna, not ninety miles 
from Venice, there was founded, a few years afterwards, 
the earliest university in Europe. It grew around a school 
which had come into existence to meet a need of the time, 
a school for the study of the canon and civil law. As time 
went on, other cities became prosperous and great: Genoa, 
Florence, Pisa and others. Travel and the exchange of goods 
brought with them the exchange of ideas and the broaden- 
ing of minds, until, with St. Francis of Assisi as its fore- 
runner, and Dante as its herald, there developed in northern 
Italy in the fourteenth century that great and wonderful 
intellectual movement, the Great Renaissance, which marks 
the transition from the Middle Ages to the modern world. 
That movement brought a new attitude of mind and com- 
menced and quickened new developments in philosophy, 
literature and every branch of Art, which spread through 
Europe and are continuing today. Early in the thirteenth 
century the teachings of St. Francis of Assisi had given 
men a new and kindlier outlook on Humanity and the World: 
as one result, artists, such as Cimabue and Giotto, broke 
away from the stiff formalism of Byzantium, and returned 
to the study of Nature. Inspiration came from the Latin 
Classics, and there arose Dante and other poets: later, after 
the fall of Constantinople in 1453 had scattered many 
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Greek scholars throughout Italy and other parts of Europe, 
the movement received inspiration from the Greek: and 
men realized something of the wealth which lay in the 
literatures of ancient Greece and Rome, and accordingly, 
the imaginations of artists and writers were further kindled 
and set afire; but it was commerce that brought about the 
continual interchange of thoughts and ideas, and provided 
the strength, which empowered this renaissance to achieve 
its full fruition. 

There is no space even to mention the names of the 
principal giants in art, literature and learning of this im- 
mense development, which was one of the great turning 
points in the history of the world. Such names as Petrarch, 
Ariosto, Galileo, Michael Angelo, and Raphael are household 
words, and they are but a few of the principal names. The 
movement spread to Spain, where it culminated in Cervantes 
and Velasquez. It is significant that the two cities, which 
took the greatest parts in the commencement of this ren- 
aissance were Venice, the great trading port, and Florence, 
which, in its day, was the principal manufacturing city of 
Europe for woollen and silk goods. The fact is that it was 
the commercial wealth of northern Italy which made pos- 
sible the splendour of the Renaissance, and the founding 
of such schools of learning as those of Bologna, Salerno, 
Naples, Padua, Rome and Perugia. 

After the discovery of the Cape route to India, the com- 
merce of the eastern Mediterranean declined, and so did the 
commercial wealth of Italy, and with them the force of 
the Great Renaissance in Italy faded away. 

As a sequence to this development of trade in Italy, and 
prior to its decline, there came to the cities of northern 
Europe great commercial and industrial prosperity, and, as 
this grew, so did the northern peoples develop their own 
renaissance of learning and the fine arts in Flanders and 
elsewhere. When speaking of this we think at once of the 
Van Ecyks, Durer, Rabelais, More, Erasmus, and many 
others who followed, such as Montaigne and Shakespeare. 
It is amusing to remember why the great German artist 
Holbein moved to England. He concluded that European 
monarchs were not patrons with the greatest security of 
tenure in office, and painted a show-portrait with the delib- 
erate intention of securing the patronage of a steadier 
stratum of society, the wealthy merchants of London. 
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To cite one more example: when the Arabian Moslems 
occupied Egypt, that country stood at the crossways of two 
of the greatest commercial highways of the world—that 
between Central Asia across the Sinai, to the Nile Valley 
and northern Africa, and that between India and the Orient 
up the Red Sea to southern Europe. As a result, Egypt 
had a great commerce and was very wealthy. These Mos- 
lems brought with them their own rules about decoration 
and design. Their religion forbade them to represent ani- 
mals of any kind for fear of idolatry, and accordingly they 
showed to the world the vast possibilities of geometric 
design. Also, they were Arabs, men of great imagination 
and culture, men of the type who will work, suffer, and, if 
need be, die for a principle which they believe to be right, 
and so there commenced that wonderful development of 
Sarcenic Art and Culture in Egypt which attained its full 
glory in the fourteenth and fifteenth centuries. As evidence 
of this we have in Cairo today the magnificent university— 
mosque of El] Azhar, the great and dignified mosque of 
Sultan Hassan, and that perfect model of elegance, the 
mosque of Kait Bey. This renaissance would have gone 
further, but in the years 1517 and 1518 two events hap- 
pened. Firstly—an event already noticed—Vasco de Gama 
discovered the sea-route to India, and diverted round the 
Cape of Good Hope much commerce, which hitherto had 
passed through Egypt. Secondly, the Moslem Turks seized 
the power in Egypt, development was discouraged and most 
of the remaining trade was killed. Commerce almost ceased, 
Egypt became poor, and as a direct result the development 
of Egyptian culture practically ceased for 380 years. As 
we all know, in the latter part of the nineteenth century 
the British reorganized the country, and brought back its 
prosperity, and with it has come a revival of Egyptian 
culture. 

Commerce has been a steady patron of learning and 
the arts, and has been the consistent fore-runner of culture 
and civilization. McGill University came into being because 
of the foresight, wisdom and generosity of a merchant. 

It is interesting to note that the study of commercial 
transactions is not new to universities ; but the development 
of this study has been slow until recent years. 

The university, as we understand it today, is largely the 
product of mediaeval Europe. The first university to have 
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a definite existence was that of Bologna in Italy, which was 
founded in A.D. 1088, and obtained its greatest privileges 
and definite existence in A.D. 1158. Its first and greatest 
faculty was that of law. To that faculty came men who 
wanted to study the religious and the civil law; most of 
them with a view to practising in one or other of the city 
states of Italy, those great cities which depended for their 
existence very largely on their commerce. In their study 
of the civil law those students had to study commercial 
transactions and their effects on the relations of men and 
states. The University of Palencia and Salamanca in Spain 
was founded in 1208 and was famous for the study of the 
canon and the civil law. The University of Paris was 
founded in 1213 and had faculties of theology, law, medicine 
and philosophy. Many other universities were founded 
later and had faculties of law. 

In all of these the legal aspect of commercial transac- 
tions was studied. And it must be remembered that these 
societies of scholars had existed many years before they 
formally took shape as universities. Following on that, it 
is interesting to note that in 1494 the Franciscan monk, 
Pacciolo, a mathematician and friend of Leonardo da Vinci, 
teaching at the University of Perugia, published a work, his 
“Summa,” which dealt with algebra and accountancy. The 
accounting section was entitled “De Computis et Scripturis.” 
He was promoted to other universities, Naples, Pisa, Flor- 
ence, Milan and Bologna, and ended his career as professor 
of mathematics in the Sapienza at Rome. However, it was 
not until 1881 that the University of Pennsylvania formed 
the first distinct faculty to prepare men for life in com- 
merce, and to study its problems. 

Universities have grown naturally out of the needs of 
society, and, so long as they have responded to the needs 
and aspirations of the society around them, they have grown 
in culture and learning, and in usefulness and strength. In 
every period of their existence universities have fulfilled a 
double function in the social order. They have been the 
great training-schools for the different learned professions, 
and they have been the custodians and exponents of all that 
is best in human wisdom and knowledge, and of those ideal 
elements, honesty, faith in one’s fellowmen, and the like, 
on which human society ultimately rests. The objects of 
a university are to train men for life and for study, to teach 
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them how to think and study for themselves, to develop 
their characters, to develop their knowledge of their fellow- 
men and of the great universe around us, to stimulate the 
imagination and a desire for knowledge, to carry on the 
search for knowledge, and to study the problems of men and 
of the world. Its duty is to do all of this, not merely for 
the sake of piling up useless or unused knowledge, but, as 
a living institution, composed of men, to identify itself with 
the world and its problems, and, directly or indirectly, to do 
its best to raise the mental and moral status of everyone 
possible, and to make life better and happier. 

Among the great characteristics of modern times are 
the subdivision of studies necessitated by the widened lim- 
its of knowledge, the extraordinary developments of physical 
science, and the increased complexity of the conditions of 
modern life. The training of men for all professions and 
occupations should have its foundations in a broad culture, 
in order to avoid narrowness in the viewpoint: but, in 
addition to that, men require a thorough knowledge in their 
special subjects, in order to avoid the dangers of super- 
ficiality and unpreparedness. The medical doctor needs a 
special training in medicine and surgery, the lawyer in the 
law, the engineer in engineering, and so on; and corres- 
pondingly the men, who expect to wrestle with the highly 
complicated problems of commerce, should be given a spe- 
cial training in finance and accounting, economics, commer- 
cial law, languages, mathematics, and other subjects. 

The late Sir Arthur Currie, when speaking on this sub- 
ject in April, 1932, and comparing the condition of affairs 
two or three generations ago with that of today, concluded 
by saying: 

“The science of communication was in its infancy. The 
relation of science to industry and life was almost unknown, 
or at any rate played only a small part in human existence. 
Each community had its own school and college or univer- 
sity, and the influence of its educational institutions seldom 
travelled very far beyond its own frontiers. The college 
was for the most part content to train a sufficient number 
of school teachers, clergymen, physicians and lawyers to 
meet the demands of its own community. Today the whole 
scene is changed. Our problems today are not community 
problems, but world problems—principally world economic 
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problems—and I may also add, problems of the most per- 
plexing and dangerous kind. 

“How, then, can the universities of the world possibly 
hold aloof and refuse to play their part in the solution of 
these problems? This challenge to the universities at the 
present time is, it seems to me, so obvious and so clear that 
we cannot afford for a single moment to ignore it.” 

The debt which culture and cultural institutions owe to 
commerce is very, very great, for without it they could 
not live; and therefore it behoves cultural institutions to 
study the activities and all that will make for the welfare 
of commerce. It is the duty of these institutions to identify 
themselves with the life of the world around them, and to 
meet its needs, and to prepare men and women for the life 
which lies before them. 


LOANS TO SHAREHOLDERS 
The Decision in the Case of The King v. Kussner 


By judgment rendered on 13th June 1936, the Crown 


on the information of the attorney-general for Canada was 
successful in an action brought in the Exchequer Court of 
Canada against Messrs. A. and E. J. Kussner to recover sales 
tax due from National Waist Company, Limited, of which 
they were directors. The company having been incorpor- 
ated under federal letters patent, section 112 of the Do- 
minion Companies Act was applicable providing as it does 
that, if a loan is made by the company to a shareholder, all 
directors and other officials of the company making the same 
or in anywise assenting thereto shall be jointly and severally 
liable for the amount of such loan with interest to the 
company and also to the creditors of the company for all 
debts of the company then existing or contracted between 
the time of the making of such loan and that of the repay- 
ment thereof. 

The Crown’s claim was for a sum slightly in excess of 
$2,600 which Mr. Justice Angers found was the total of 
amounts which became payable by way of sales tax by the 
company during the years 1932, 1933 and 1934 with pen- 
alties. The Crown alleged that the defendants were di- 
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rectors of the company, which was admitted, and that they 
both were the recipients of loans from the company which 
was disputed. The circumstances were interesting. 


The Loans 


There were only four directors of the company, the two 
defendants and their wives. At the end of the company’s 
year, 3lst January 1931, the books showed E. J. Kussner 
indebted to the company in the sum of $22,163.56 and A. 
Kussner in the sum of $17,026.83. On 7th December 1933 
these amounts had slightly increased and during the inter- 
vening period there had been some repayments and new 
loans. The defendants contended that the sums so ad- 
vanced were, in reality, profits or earnings which they were 
entitled to withdraw and share between them proportion- 
ately to their interests in the company. The learned Judge 
dismissed this contention with the brief comment that the 
company’s books had invariably treated the amounts as 
loans through special accounts headed “loan account” or 
occasionally “drawing account.” 


Purported Cancellation 

In part settlement of their indebtedness the defendants 
transferred to the company their interests in a property 
known as the Eagle Building estimated at over $16,000, 
which amount was credited in different proportions to the 
defendants. On 7th December 1933 a meeting of the board 
of directors of the company was held and the judgment 
quotes verbatim from the minutes as follows,— 


After discussion, the following resolution was duly moved and 
seconded: 

That the equity in the said shares of the Eagle Building was 
practically negligible in view of the fact that they were already 
pledged for the personal indebtedness of Messrs. A. and E. J. 
Kussner and there would be no use in retaining the said shares 
or showing them as an available asset in the company; 

That the said shares be surrendered to Messrs. A and E, J. 
Kussner and that the amount whereby their overdraft had been 
reduced in consideration of the said shares having been originally 
transferred to the company, be written off from the assets of the 
company to be considered as a bonus allowed to the said directors 
for services rendered to the company in the past; 


Messrs. A. and E. J. Kussner being personally interested in 
the said resolution refrained from voting thereon; 


It being established to the satisfaction of the meeting that the 
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said directors were not in a financic! position in any case to pay 
off or meet their obligations for the amount of their overdraft 
or not likely to be in a position to meet same in the immediate 
future, the said resolution was thereupon unanimously adopted; 


In view of the above representations, it was thereupon resolved 
and seconded that the balance of the overdraft and loans made by 
the company to Messrs. A. and E. J. Kussner be written off from 
the assets of the company, the amount of the said overdraft to 
be considered as a bonus earned by the said directors during the 
previous years when it was actually paid out and when the com- 
pany was showing a profit; 

Messrs. A. and E. J. Kussner being personally interested in the 
said resolution refrained from voting thereon; 


Carried unanimously. 

As it developed that the company was on the eve of 
proposing a compromise to its creditors, the learned Judge 
concluded that the notion of treating the advances as re- 
muneration for services only occurred in consequence of 
that decision. His Lordship was satisfied that the advances 
were loans to two of its shareholders and that section 112 
applied. He felt that the fact that the bulk of the advances 
were made before the sales tax became due and exigible was 
wholly immaterial as the section made directors liable not 
only for debts of the company existing at the time the loan 
was made but also for debts contracted between the time 
of the making of such loan and that of its reimbursement. 


Application of Creditors’ Arrangement Act to Crown 


The company, pursuant to the Companies Creditors’ 
Arrangement Act, submitted an arrangement to its cred- 
itors offering ten cents on the dollar and by order dated 10th 
April 1934 this was sanctioned by the Superior Court of 
the Province of Quebec after approval by the statutory ma- 
jority of creditors. Mr. Justice Angers found that this 
compromise was binding on the ordinary creditor but not 
on the Crown. The fact that the Minister took no notice 
of the proceedings and was not represented and did not 
cast a vote could not be construed as an acceptance of the 
compromise but rather as an adverse vote. The Depart- 
ment of National Revenue kept and applied on account the 
cheque sent to it for ten per cent. of its claim but letters 
written in acknowledgment made it clear that the payment 
was not accepted in full although His Lordship thought it 
would have been better policy to have returned it. 
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Not Ancillary to Bankruptcy Act 


Having disposed of this estoppel agreement, Mr. Justice 
Angers carefully examined the Crown’s contention that 
compromises sanctioned by the court under the aforesaid 
Act were not binding on the Crown and, by many references 
to authorities, came to the conclusion that this was so. The 
Interpretation Act of the Dominion stipulates that the 
rights of His Majesty, his heirs and assigns, are not affected 
by any provision or enactment in any Act unless it is ex- 
pressly stated therein that His Majesty shall be bound. 
The Companies Creditors’ Arrangement Act contains no 
such statement. The Bankruptcy Act, however, does con- 
tain such a statement and it was argued for the defendants 
that the Arrangement Act was only an accessory to the 
Bankruptcy Act, and reference was made to a decision to 
that effect of a Quebec judge with which Mr. Justice Angers 
frankly disagreed. Compositions or schemes of arrange- 
ment under the Bankruptcy Act could only be made follow- 
ing a receiving order or an assignment. No such stipula- 
tion appears in the Companies Creditors’ Arrangement Act 
and the failure of the legislators to insert a provision similar 
to the section (188) in the Bankruptcy Act indicated to the 
learned Judge a deliberate omission. However, whether the 
omission was deliberate or not, the Crown was not expressly 
stated to be bound by the provisions of the Act and the 
Crown was, therefore, not bound. 

One other defence raised is of special interest. It was 
argued that as the Minister of National Revenue had as- 
sessed as income the advances received by the defendants 
for the purposes of the Income War Tax Act, he was now 
precluded from treating them as loans. Reference was 
made to section 18 of the Income War Tax Act which pro- 
vides that such advances, to the extent that the company 
has on hand undistributed income, shall be deemed to be 
income received by such shareholder. Mr. Justice Angers 
held that the section dealt with income and did not conflict 
with section 112 of the Dominion Companies Act which dealt 
with an entirely different subject. 
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Can You Spare a Copy? 

Requests have been received for copies of the following 
issues of THE CANADIAN CHARTERED ACCOUNTANT, our reserve 
stock of which is exhausted,— 

February 1936 
March 1936 
April 1936 
June 1936 


If any of our readers have spare copies of these, in 


good condition, please let us know. 
The Editor. 


Accountant-Executive Needed 


The attention of our readers, and of their acquaintances 
who have the particular qualifications required, is called 
to the advertisement of a Province of Quebec corporation 
appearing elsewhere in this issue inviting applications for 


the position described therein. 
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GENERAL NOTES 
The 1936 Essay Competition 


The Editorial Committee has pleasure in announcing 
the decision of the judges in the 1936 essay competition. 
The rules of the contest were published in the July and 
August issues of THE CANADIAN CHARTERED ACCOUNTANT, and 
it will be recalled that no particular topic was prescribed 
for the essays but that the contestants were permitted to 
choose their own subject. Messrs. Fred C. Hurst of Gunn, 
Roberts & Co., and R. F. Bruce Taylor of Edwards, Morgan 
& Co., Toronto, acted as judges. 

In arriving at their decisions the judges state in their 
report that they divided all the essays into two groups— 
those that, in their opinion, required a good deal of research 
and study as well as practical experience, and those that 
evidently were based on personal practical experience of the 
writers without much research and study. “The judges,” 
the report reads, “found it very difficult to decide the first 
and second choice as both are very excellent essays and it 
was only after taking into consideration the practical side 
of the subject matter of the two essays that our final de- 
cision was reached. We, therefore, submit the unanimous 
opinion of the judges,” which is as follows: 

First Prize—“Fixed Asset Appraisals and Accounting ;” 

Second Prize—‘Fund Consciousness—A Forgotten As- 

pect of Commercial Accountancy ;” 

Special Mention—“Control Exercised Through the Med- 

ium of the Budget ;” 

Honourable Mention—“The Financial Records and State- 

ments of Life Insurance Companies,” and “Municipal 
Budgeting with Respect to Urban Municipalities.” 


In keeping with the rules of the contest the names of 
the contestants were unknown to the judges and to the 
Editorial Committee until after the judges had made their 
report. The successful candidates were found to be as 
follows: 

First Prize of $50—John A. Wilson of Geo. A. Touche & 

Co., Toronto; 

Second Prize of $35—William Macintosh of Helliwell, 

Maclachlan & Co., Vancouver; 
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Special Mention—E. Harold Banks of Price, Waterhouse 
& Co., Montreal ; 

Honourable Mention—Wm. G. Leonard of Burns & Eng- 
land, Kingston; and George F. Cameron of Stempel 
& Patrick, Yorkton, Saskatchewan. 


Our Contributors this Month 


Philip Howard Hensel has on previous occasions contrib- 
uted to THE CANADIAN CHARTERED ACCOUNTANT and is a fa- 
miliar name to our readers. His interesting paper on the 
subject of Budgets placed as the first article of the Magazine 
on this first month of the new year was, we must assure 
our readers, not premeditated. Professor Hensel is a grad- 
uate of Northeastern University (B.S. 1921), Boston Univer- 
sity (B.B.A., 1936), and Harvard University (M.B.A. 1928) 
and is Head of the Department of Business Administration 
of the University of Western Ontario, London. From 1921- 
26, Professor Hensel was research engineer of the Asso- 
ciated Factory Mutual Fire Insurance Companies, and 
during the summers of 1930 and 1933 he did foreign study 
in Europe and in 1936 some special factory research in 
France and Germany. He is author of “Fire Insurance 
Accounting” (1926), and “Advanced Accounting Problems” 
(1932). 


The subject of investment trusts is an interesting one 
and in fact was so very much in the public mind in Great 
Britain that a few months ago the British Board of Trade 
appointed a committee to make an inquiry into the operation 
of trusts in that country. Mr. T. Vincent Burke of Montreal, 
a graduate in commerce of McGill University (B.Com.), and 
an active member of the Society of Chartered Accountants 
of the Province of Quebec, gave an informative address on 
“Investment Trusts” to the Students’ Association of the 
Quebec Society. The address is published in this issue. 


Kendall Eddis Greenwood, who writes on Hospital Ac- 
counting, is a member of the firm of Wilton C. Eddis & Sons, 
Toronto. He was born and educated in Ontario and before 
entering upon the study of accountancy in 1927 spent five 
years at Ridley College, St. Catharines, and two years as 
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ledger keeper with the Royal Bank of Canada. He was 
admitted to the Institute of Chartered Accountants in 1932. 


William Allison McKague is familiar to most accountants 
in Canada not only as the Secretary of The Canadian Society 
of Cost Accountants and Industrial Engineers, but also as 
a consultant economist and financial writer whose thought- 
provoking articles have been appearing in Saturday Night, 
The Financial Post, Canadian Banker and other Canadian and 
United States publications. Mr. McKague was born at Tees- 
water, Ontario, in 1895 and is a graduate in Political Science 
of the University of Toronto (B.A. and M.A.). He is 
author of “The Finances of the Canadian Provinces” (1936), 
“Investment” (1931), “Business Organization and Admin- 
istration” (1935), and from 1919 to 1928 was editor of 
The Monetary Times (Toronto). 


We greet again this month Frederick Charles Biggar, 
Secretary of The Canadian Bank of Commerce, to whom we 
made reference at page 64 of our issue of last July. In 
that issue we published his address on “Some Aspects of 
Currency Inflation” and this month appears another of his 
interesting addresses, ‘(Monetary Misconceptions.” 


Robert R. Thompson has been a contributor to THE Can- 
ADIAN CHARTERED ACCOUNTANT on a number of occasions and 
needs no formal introduction to our readers. He was born 
in England, became a member of the Institute of Chartered 
Accountants in England and Wales (1910), served through- 
out the Great War at Gallipoli, Sinai and Palestine, was 
appointed Professor of Accountancy in the School of Com- 
merce of McGill University in September, 1921, and was 
admitted a member of the Society of Chartered Accountants 
of the Province of Quebec in 1925. Besides writing from 
time to time on accounting and Canadian economic and fin- 
ancial problems, Professor Thompson has published a book 
on “Graduated Exercises in Accounting.” 


Canadian Foreign Trade 
According to the Department of National Revenue, the 
exports of Canadian goods during last November were more 
than $26,000,000 above those of November a year ago. 
The November total is $120,971,284 as compared with 


63 








THE CANADIAN CHARTERED ACCOUNTANT 








$94,483,554 in the same month last year. Imports were 
$66,172,752 against $55,958,033 for November a year ago. 

For the eight months ended 30th November exports of 
Canadian products reached $717,747,405 compared with 
$572,547,484 in the same months of 1935. Imports totalled 
$447,328,919 compared with $389,281,114. 


National Finance Committee 

The sessions of the National Finance Committee held in 
Ottawa December 9th to 11th last were a complete success 
judged from the extent to which they achieved the objec- 
tives laid down, Finance Member Charles Dunning stated 
at the close of the sessions. The Committee will continue 
to function with the unanimous approval of all the Provincial 
Treasurers who are its members. It was organized for the 
purpose of obtaining co-operation in placing the financial 
operations of the Provinces and Dominion on a systematic 
and harmonious basis so that the best results could be ob- 
tained with the materials and resources at hand. 

It was Mr. Dunning’s belief that the Provinces would 
gradually follow the example of Ontario, which leaves col- 
lection of Provincial income taxation to the Dominion with 
highly efficient and economical results. It was also possible 
that a committee set up for the purpose would achieve 
valuable results in the way of reform in the imposition and 
collection of corporation taxes. 


War Debt Installments 


Due to the excessively high tariffs and trade restrictions 
in effect throughout the world, debtor nations have been 
unable to build up credit balances through export trade. 
In consequence eleven world nations filed notices with the 
United States treasury on 15th December last that they 
- would have to default on their semi-annual world war debt 
instalments. Finland was the only exception and met its 
payment of $231,215. 

The total amount due to the United States government 
on the 15th December instalments was $155,093,973. There 
was $1,159,958,451 due on past instalments, now in default, 
bringing the amount actually due or overdue at this date 
to $1,315,052,424. 
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BRITISH COLUMBIA NOTES 
Municipal Act Amendment Act 


Assented to 20th November 1936 (Second Session of 
Legislature) 


By an amendment to the Municipal Act, authority is 
given British Columbia municipalities to refund all or any 
part of their outstanding debentures. The main features 
of the bill as introduced are set out below. 

Conditions Precedent—The power to refund may not 
be exercised by a municipality until: (a) The lieutenant- 
governor in council is furnished with satisfactory evidence 
that holders of at least fifty-one per cent. in value of the 
outstanding debentures have agreed to the proposed scheme 
of refunding; and (b) an order is made by the lieutenant- 
governor in council approving the exercise of the refunding 
powers. The order may provide: 

“that the exercise of those powers shall be 
subject to such additional conditions set out 
therein as the Minister of Municipal Affairs 
may consider necessary to ensure the proper 
carrying-out of the terms of the proposed 
scheme of refunding.” 

Passage of By-Law—Subject to the foregoing, the mun- 
icipal council may, without the assent of its electors, by 
by-law in a form approved by the inspector of municipali- 
ties, authorize the issuance of refunding debentures. The 
by-law must provide for a yearly levy sufficient to pay 
the annual interest and annual sums sufficient to retire the 
principal amount at maturity. 

Sinking Funds—Upon the passing of the by-law, all of 
the municipality’s own securities reposing in the existing 
sinking fund, together with a like principal amount of 
refunding debentures are to be delivered up to the minister 
of finance for cancellation. All other securities and furds 
so held are to be turned over to the minister so as to form 
a nucleus for the new sinking fund which is to be managed 
by the minister or his nominee. Sinking fund investments 
are limited to direct or guaranteed obligations of the United 
Kingdom, Dominion of Canada, Province of British Colum- 
bia, the municipality itself, or to deposits in a chartered 
bank, 
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Terms of Refunding Debentures—All refunding deben- 
tures to bear date and payment date and rate as approved 
by lieutenant-governor in council and are to be payable in 
the same currency and at the same place or places as pro- 
vided for in the corresponding outstanding debentures. 

Par for Par Exchange—It is to be noted that the bill 
only contemplates the surrender of outstanding debentures 
for refunding debentures of an equal principal amount. 

Method of Issuing New Debentures—Exchange of se- 
curities may be effected by resolution of council from time 
to time, upon the surrender of outstanding debentures. 
Securities surrendered together with a copy of the resolu- 
tion authorizing their acceptance are to be deposited with 
the minister of finance who will cancel such securities. 

Notification of Bondholders—Following the passage of 
a refunding by-law, bondholders are to be required to ex- 
change their securities upon the giving of public notice 
in the Gazette. With respect to each unsurrendered de- 
benture the municipality may deposit a refunding deben- 
ture and accrued interest on the old debenture with a char- 
tered bank, for delivery to the owner of the unsurrendered 
debenture, in full satsfaction of the liability of the muni- 
cipality. Any debentures subsequently surrendered to the 
bank are to be delivered to the minister of finance for can- 
cellation. 

Restriction as to Further Issues—During the life of the 
refunding debentures the municipality may not issue or sell 
any other debentures or bonds except with the approval 
of the lieutenant-governor in council upon the recommenda- 
tion of the minister of municipal affairs. 


G. R. G. BAKER 


; 380th November 1936. 
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Quebec Moratorium Act of 1936 


At the Session of the Quebec Legislature which has 
just closed, the 1933 Moratorium Act, dealing with mort- 
gages, was replaced by a new Act which is entitled “An 
Act respecting moratorium and safeguarding small prop- 
erty.” By this Act a greater measure of relief is extended 
to property owners who are unable to meet their mortgage 
payments. The chief features of the Act are set out below: 

Procedure—In the new moratorium Act the procedure 
requiring the mortgagee to give thirty days’ notice of in- 
tention to institute or continue proceedings is retained, but 
the procedure to be followed by the debtor upon receipt 
of the notice is changed. Formerly he was required to 
present a petition to a judge of the Superior Court upon 
notice to the creditor. A hearing was then had and such 
delay granted as the judge deemed expedient, taking into 
consideration the interest of all parties concerned. Under 
the new Act, upon the filing of the required material with 
the prothonotary of the Superior Court, without any notice 
to the creditor, judgment is issued at once for a delay ex- 
tending over the full period of the Act, that is, until May 
1, 1938. 

Facts to be established by Debtor—Formerly the debtor, 
before obtaining any relief, was required to prove that he 
had paid all but the current year’s taxes, all fire insurance 
premiums, and all interest due upon the principal owing, 
' and that he was unable to pay the principal owing. No 
delay, however, was to be granted if it was established 
that the creditor could not reasonably wait. The new Act 
will provide that if the debtor files the receipts showing 
that all taxes except those of the current year and the 
two years preceding it, have been paid, and an affidavit 
setting forth that all fire insurance premiums have been 
paid, that interest at a rate of five per cent. has been paid 
or tendered, although a higher rate may have been stipu- 
lated, and that he is unable to pay his full obligation, 
delay will be granted as of course, without any considera- 
tion for the need of the creditor. 

Rescinding of Judgment—Neither in the old Act nor in 
the new is there any right of appeal, but in the old Act 
proceedings could be begun again which would result in 
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a new hearing, and if it was established to the judge’s 
satisfaction that the circumstances justifying the delay had 
changed, the former judgment might be rescinded. Under 
the new Act the creditor may petition a judge for with- 
drawal of the judgment, upon notice to the debtor. Upon 
the hearing of his petition, the creditor must establish, in 
order to succeed, a fact or facts contrary to those set forth 
in the receipts of affidavit filed by the debtor. 

Extension of Present Delays—Any debtor who has ob- 
tained a delay under the old moratorium may gain the bene- 
fit of the new Act by filing the material required of a 
debtor within the period of delay formerly granted to him. 

Cut-off Date—The old Act provided that agreements 
entered into on or after March Ist, 1933, should not be 
affected. This date has been moved up to November Ist, 
1936. 

Prescription Suspended — A new section provides that 
time shall cease to run in so far as it concerns principal, 
interest or taxes whose collection is delayed by the opera- 
tions of the Act. 

Old Features Retained—The section which permits the 
postponement of payment of principal owing on bonds or 
certificates issued on the credit of loan companies is ex- 
tended to May Ist, 1938. 

Guarantors continue to be excused from implementing 
their guarantee of any hypothecary debts with respect to 
which the debtor has obtained a delay under the Act, until 
the period of delay has expired. 

The provisions for exemption from the operations of the 
Act, of hypothecs, mortgages or pledges to secure payment 
of bonds, debentures or debenture-stock, remain unchanged. 

Housing Act Loans Exempt—The Act does not apply 
to hypothecary claims resulting from loans under the Do- 
minion Housing Act of 1935. 

The Act came into force upon the day of its sanction. 


G. R. G. BAKER 
20th November 1936. 
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BRITISH COLUMBIA 

The following were the successful candidates in the 
recent examinations of the Institute of Chartered Account- 
ants of British Columbia: 

Final Examinations—N. W. Browning, Kenneth G. Clark, 
A. H. Pinkham, A. C. Sanford, J. H. B. Watson, and A. W. 
Way (subject to successfully writing the Law section of 
the examinations). 

Intermediate Examinations—J. Stewart Agnew, J. W. 
Bootle, James Brown, E. Claxton, W. A. Hobson, W. J. 
Barrett-Lennard, Jr., L. H. Noble, B. B. Ward, J. T. Watt, 
Jr., and D. Wise. 


MANITOBA 

A dinner meeting of the members of the Institute of 
Chartered Accountants of Manitoba was held on 23rd No- 
vember 1936. The speaker-guest was the Rev. R. G. Martin 
who gave a very interesting talk on “Across the Continent 
on the Wings of the Wind.” 

The President, Mr. William Aitken, handed to the suc- 
cessful candidates in the recent Final Examinations their 
certificates of membership in the Institute, and the First 
Prize to Mr. H. Allan Dunlop, to whom it was awarded. 


ONTARIO 


The Institute of Chartered Accountants of Ontario held 
an informal meeting of its members at the Ontario Club, 
Toronto, on 4th December. Seventy members attended and 
enjoyed the evening’s good fellowship at billiards and bridge. 
John Giordmaine, a slight-of-hand artist, performed and 
added to the entertainment in a splendid way. The Institute 
holds only two informal meetings in a year and it is hoped 
that in future even more members will make use of this 
opportunity of becoming better acquainted with other mem- 
bers of the profession. 

The annual examinations of the Institute were held from 
December 4th to 12th. About two hundred students wrote 
at the Central Y.M.C.A., Toronto. Ottawa, Windsor, Sud- 
bury and Timmins also were centres and nearly thirty 
students wrote their examinations at these places. 
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QUEBEC 


The Quarterly Meeting of the Society of Chartered 
Accountants of the Province of Quebec, which was held on 
16th December at the Montreal Club, took the form of a 
dinner meeting, and judging from the splendid attendance 
and interest in the business session was an unqualified 
success. The President, Mr. K. W. Dalglish, was Chairman, 
and Mr. Robert Wilson, Secretary. 

At the opening of the meeting a resolution was unani- 
mously passed expressing the deep sorrow and regret at the 
death of Mr. John Hyde, a greatly esteemed member of the 
Society and one who had made a fine contribution to the 
profession in the Province and throughout Canada. A copy 
of the resolution was sent to Mrs. Hyde and the family. 

So as to afford a larger representation of the members 
of the Society on the Council, the number of members, ex- 
clusive of office bearers, was increased from eight to ten. 
It was also decided that in future the immediate Past Presi- 
dent shall be an ex-officio member of the Council. An 
Advisory Board consisting of all the Past Presidents was 
established. 

A grant of $500.00 was voted to the Students’ Society to 
enable that Society to carry out its programme for the 
current year. 

The following eleven successful candidates in the recent 
final examinations of the School of Higher Commercial 
Studies (University of Montreal) were admitted to member- 
ship in the Society: Pierre Bachand, Paul Begin, Charles- 
Emile Belanger, Paul Bruneau, Paul-E. Brunet, Dollard 
Huot, Paul Huot, Armand Lambert, Roger Lyonnais, J. 
Emilien Nadon and Real-Albert Rondeau. 

Roger Messier who passed the examination in 1935 was 
also admitted. The following two members were admitted 
under by-law 3: John Allen and Christopher C. Tollit. 

Paul Bruneau of McDonald, Currie & Co., Quebec, was 
the winner of the War Memorial Prize, having obtained the 
highest marks in the examination. 
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INTRODUCTION TO COST ACCOUNTING 
By Norman Lee Burton 


Head of the Department of Accounting School of 
Business Administration, University of Buffalo. 








(A volume of the series “American Business Fundamentals” published 
by Longmans, Green and Company, Toronto, 1936, paper, 280 pp. $1.00) 


One of the essential factors in the conduct and efficiency of any 
business (and particularly in the industrial field) is a knowledge of 
the costs involved in its operation. In dealing with such a subject 
as cost accounting the author has not only had the advantage of his 
experiences as a practising accountant and as an active member of 
the National Association of Cost Accountants, but in presenting his 
work has given careful consideration to views of other authors of 
modern standard textbooks on cost accounting. 

For the student, the author explains the purposes and advantages 
of costs and the relation of cost accounts to the general financial 
accounts; he deals with a typical set of cost accounts and records such 
as will be found in a well organized manufacturing business and fol- 
lows the accounting entries through to the closing of the accounts 
and the final summary of costs. The essential items of cost are dealt 
with including control of and accounting for materials, allocation of 
labour costs and the various bases of allocation of overheads with their 
resultant advantages and disadvantages. At the end of each of the 
chapters dealing with the various items, certain questions are asked 
to refresh the memory of the reader on the subject matter. 

For the reader who is more or less familiar with cost accounting, 
the author deals with such interesting matters as standard costs, allo- 
cation of selling and administrative costs, the importance of ascertain- 
ing costs promptly and the manner in which cost reports should be 
presented to executives, also the important mechanical devices at pres- 
ent in use in cost work. 

Complex and burdensome details which are sometimes associated 
with a treatise on cost accounts have been avoided and only sufficient 
detail presented to illustrate the various principles dealt with. The 
book is printed in clear type, the subject matter well presented, and 
can be commended to those desiring a proper perspective of cost 
accounting. 































M. L. ASHMORE 





‘Toronto, 24th November 1936. 








AUDITS 

By A. E. Cutforth, C.B.E., F.C.A. 

(Ninth edition, Gee & Co. (Publishers) Limited, London, 1936, 
374 pp. 11s. 6d.) 


The preface to the ninth edition of this text on auditing is a good 
description of its contents. It states that the objects with which it was 
prepared were:— 

1. to outline the main principles of auditing and to set out in 
summarized form the practice of auditors, and 
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2. to present the information in a manner suited to the require- 

ments of students for examination. 

The first two chapters (eight pages) cover the general principles 
and procedure in regard to auditing and of necessity are but the 
briefest outline. Following this introduction the main body of the 
book deals with a specimen audit programme, notes concerning the 
audits of different classes of companies, forms of statements and ex- 
tracts from British company law. This portion of the text is in the 
nature of short notes to be used for ready reference and, carrying 
out the object stated in the preface, does not discuss the problems 
involved. In fact the author has condensed to one page or less the 
special considerations involved in the audit of each of a number of 
different classes of companies. 

The rest of the volume is taken up with notes on legal decisions 
and examination questions, some of which are answered. 

One criticism that might be made is that the author has tried 
to cover too much ground. He sets out the high lights of many 
audit programmes, but if the reader had sufficient knowledge to carry 
these into effect he would be fully qualified to prepare a special pro- 
gramme suited to the particular job and would therefore not need 
to have the main features drawn to his attention. The book is most 
likely valuable to students in the British Isles, but the legislation 
dealt with, the form of statements and the terminology used are not 
in accordance with Canadian practice but in some ways are similar 
enough to confuse the mind of the Canadian student. 

The staccato form in which the book is written is necessary in 
order to cover the ground in so few pages, but makes continuous 


reading tiring. 
M. H. W. MACKENZIE 


Montreal, 
16th December 1936. 


ACCOUNTING (PART 1) 


By Stanley W. Rowland, LL.B., and Brian Magee, B. Com., A.C.A. 
(Second edition, Gee € Co. (Publishers) Limited, London, 1936, 
458 pp. 8s. 5d.) 


The difficulty of presenting bookkeeping methods and the account- 
ing principles involved therein to the student in a clear and interesting 
manner has been completely overcome by the authors of this volume. 

The style employed is simple and direct throughout, while many 
digressions are made from the usual accounting expressions which 
adds to the book’s readability. However, the style is not so simple 
as to preclude constant concentration on the part of the student. 

Proper reasoning is encouraged at all times. On this basis a clear 
case is made out for accountancy as a science, and the effect in the 
balance sheet of every step outlined in the double entry system is 
stated. 

Some may think that by this method such subjects as revenue and 
capital expenditure, reserves for depreciation, discounts and bad debts 
are introduced too early to the student. However, it would seem to be 
of considerable advantage to the student to obtain, as he does in this 
book, the elementary principles involved in these subjects, which are 
then firmly fixed in his mind by the time he studies the chapters 
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dealing fully with the problems in connection therewith. In this 
way the problem of the balance sheet is quickly disposed of and the 
student is better able to concentrate on the matter immediately in 
hand. The balance sheet itself is discussed more fully later. 

In section two, the function rather than the form of the books of 
original entry is discussed. By this method the student may visualize 
for himself what form is required to give any required information. 

In section three, the principles of accountancy are applied to 
partnership, branch and consignment accounts. Here also the limited 
company set-up is discussed at some length and much useful informa- 
tion is given with regard to procedure during organization and com- 
pany legislation affecting the operating business. Brief references 
are made to matters dealt with more fully in the Companies Act. 

It may be a little confusing to the student in Canada to find that 
certain provisions of the English Companies Act do not correspond 
with the Dominion Companies Act. Moreover he will have to accustom 
himself to certain English expressions such as “account” for “state- 
ment,” and the transposition of the assets and liabilities in the balance 
sheet. 

There are brief chapters on budgets and costs, and one on the 
“Maintenance of Solvency.” There is also an appendix of some forty 
Questions and Answers. 

The book is essentially practical, and from its concisely expressed 
information and many illustrations the student should be able to form 
a sound foundation for more advanced studies either in the professional 


or commercial fields of accountancy. 
E. HAROLD BANKS 


Montreal, 
16th December 1936. 
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R. G. H. SMAILS, C.A., Editor 


NOTES AND COMMENT 


Recent events invest with new interest the so-called 
“Coronation cases” which arose out of the ceremonies con- 
templated at the time of the coronation in 1902 and frus- 
trated by the sudden illness of King Edward VII. In Krell 
v. Henry [1903] 2 K.B. 748, the defendant had agreed to 
hire the plaintiff’s flat for June 26 and 27; the contract 
contained no reference to the coronation processions, but 
they were to take place on those days and to pass by the 
flat. The rent had not become payable when the processions 
were abandoned. In Chandler v. Webster [1904] 1 K.B. 493, 
the circumstances were similar except that the whole of 
the rent was payable in advance and the plaintiff had paid 
£100 on account. 

In these and all the other similar cases which arose 
the courts held that the agreements were discharged from 
the moment when the ceremonies were cancelled (June 
24th), on the grounds that performance became impossible 
because a particular state of things, the existence of which 
formed the basis of the contract, had ceased to exist. In 
other words the contracts were discharged by implied 
agreement that they should be discharged if that should 
happen which did in the event happen. “In each case,” 
said Vaughan Williams, L.J. in Krell v. Henry, “one must 
ask oneself, first, what, having regard to all the circum- 
stances, was the foundation of the contract? Secondly, 
was the performance of the contract prevented? Thirdly, 
was the event which prevented the performance of the 
contract of such a character that it cannot reasonably be 
said to have been in the contemplation of the parties at 
the date of the contract? If all these questions are answered 
in the affirmative (as I think they should be in this case), 
I think both parties are discharged from further perform- 
ance of the contract.” It is important to notice in these 
circumstances that the contract is not rescinded ab initio, 
and that any payment previously made, or rights accrued, 
will not be disturbed. And so in Krell v. Henry the plaintiff 
could not recover any part of the stipulated rent, and in 
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Chandler v. Webster the plaintiff not only failed to recover 
the £100 which he had already paid but he was made to pay 
the balance of the agreed rental. 
* 





* * 


It seems inevitable that a great amount of litigation 
should arise from the cancellation of the coronation of King 
Edward VIII and that in such litigation the leading cases 
cited above should be freely quoted by counsel. According 
to reports a substantial amount of insurance against this 
cancellation had been effected. The existence of such in- 
surance does not, however, settle the question which of 
two parties (say the manufacturer who has contracted to 
weave ten thousand pieces of table linen with commemora- 
tive design for delivery next year, or the wholesaler who 
has contracted to buy those pieces) shall in the first in- 
stance, suffer the resultant loss. Of course in some in- 
stances it will be possible for the parties (in view of the 
substituted coronation of H.M. King George VI) to nego- 
tiate a new agreement in place of the old one without loss 
to either party. 





* 


STUDENT ASSOCIATION NOTES 


* * 





MANITOBA 

The Sixteenth Annual Banquet of the Chartered Ac- 
countants’ Students’ Society of Manitoba, was held in the 
Macdonald Room of the Fort Garry, Winnipeg, on Friday 
20th November, 1936, and was the best attended banquet 
in recent years. 

Following a short address by the President of the So- 
ciety, Edward H. Sharpe, which outlined the activities for 
the past year, and plans for the future, toasts to the In- 
stitute and Sister Faculties were duly honoured. 

Curling trophies won by rinks from Glendinning, Gray 
and Roberts and Riddell, Stead, Graham & Hutchison were 
presented to the winners by Mr. William Aitken, the Presi- 
dent of the Institute. 

To those recently admitted students who were attend- 
ing their first banquet, a cordial welcome was given by 
the Secretary of the Society, E. W. Pope, and these boys 
were awarded their certificates as “Ham Auditors.” This 
was followed by the Discharge of Inefficient Juniors, these 
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being the successful candidates at the Final examination 
last May. 

The guest speaker, Mr. W. L. MacTavish, Editor-in-Chief 
of the “Winnipeg Tribune” gave an excellent address on 
“Incidents in the Life of a Newspaper Man,” which proved 
to be most informative as well as extremely interesting 
and humourous. 

Although assisted by some professional talent, most of 
the entertainment was undertaken by the students them- 
selves, who indulged in a humourous take-off on the recent 
radio broadcast (See below) as well as other amusing skits 
of particular interest to members and students in Manitoba. 


* * * 


QUEBEC 

The last meeting of the Chartered Accountant Students’ 
Society of the Province of Quebec for the Fall season was 
held in the Windsor Hotel on Tuesday, 15th November. Mr. 
Douglas L. Ross of McDonald, Currie & Company, the guest 
speaker of the evening, delivered a very interesting and 
entertaining address on “Bankruptcies and Liquidations.” 


The study groups are winding up their activities for 
the year and owing to pressure of work will not operate 
again until the latter part of January or early in February. 

Mr. G. W. R. Dillon, B.A., B.C.L., trust officer of the 
Royal Trust Company, will be the guest speaker at our 
next meeting on 12th January 1937. His subject will be 
“Wills and Executorships.” 

* * * 


Solution to Last Month’s Puzzle 

The second man and the third man gave contradictory 
answers. One of these two must be lying and therefore 
be the darkie. As there is only one darkie the first man 
must be one of the two whites. 

The second man having said that the first man was the 
darkie is thereby convicted of lying and identified as the 
darkie. The third man is the other white. 
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PROBLEMS AND SOLUTIONS 


Solutions presented in this section are prepared by a practising 
chartered accountant of the Institute from whose examinations the 
problem is taken and represent his views and opinions. They are 
designed not as models for submission to the examiner but rather 
as such discussion and explanation of the problem as will make 
its study of benefit to the student. Discussion of solutions presented 
is cordially invited. 


PROBLEM 1. 


THE INSTITUTE OF CHARTERED ACCOUNTANTS 
OF SASKATCHEWAN 


INTERMEDIATE EXAMINATIONS, 1936. 


Auditing, Question 6. 


The Haberdashers, Limited, was incorporated in Saskatchewan 
on ist -January 1930, with an authorized capital of 300 shares of 
common stock, par value $100.00 each. Black, Smith and Jones were 
the incorporators. The Capital was subscribed and paid for in cash 
as follows: 

$5,500.00 
5,000.00 
5,000.00 
4,500.00 


$20,000.00 


The company operated for five years, and in December 1935, at 
the request of the bank, the company arranged with X, Y and Z, 
Chartered Accountants, to make a balance sheet audit of Haberdashers 
Ltd., and to prepare a balance sheet as at 31st December 1935 and 
to report thereon. 

As a member of the staff of X, Y and Z, you are given charge of 
this audit and instructed by your principal to use your own judgment 
in proceeding with the work. He instructs you to prepare working 
papers showing how you have substantiated and dealt with each item 
and to draft the report and balance sheet to be submitted to the 
clients, in such a form as can readily be checked and edited by your 
principal. 

(a) State what working papers you would prepare. 

(b) Draft balance sheet. 

(c) Write the report required by your principal. 

From the General Ledger and other sources you obtain the fol- 
lowing information with respect to the accounts as at 31st De- 
cember 1935: 

Bank Balance 957.00 


(This item includes N.S.F. cheque $227.00 and an 
I.0.U. of Mr. Jones for $250.00. The I.0.U. was 
repaid before the audit was completed.) 
Merchandise 11,334.00 
(No allowance has been made for out-of-date stock 
which is included therein amounting to $1,936.00.) 
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PURE IEERET ENE TRIS ain disc siks cic bclsaewwwwedec.cs 2,921.00 
(No depreciation has been provided for.) 

SIE PRODRIND G éio no 55:5 6 015 5:0 0 6500 aie. -5 016% 0 0390 4,193.00 

Unexpired Insurance and Deferred charges ........ 345.00 

PE hc hc kica we seh coe sous eeoed owed 20,000.00 

SE IEE ke ah woken wthib soeke wae ONG 3,918.00 

CS cee cor ence dl owe ses os esa naae ease 2,500.00 


(On 30th Sept. 1935 Smith & Jones bought out 
Black’s interest in the concern, Mr. Black trans- 
ferred his shares to Smith & Jones for $4,800.00 
and received as consideration Smith & Jones’ note 
for $2,300.00 and cash from the Bank account 
of Haberdashers Ltd. of $2,500.00.) 

IN TNO Sk Soo ks Sb side ns. ced 3,744.00 
(The accounts receivable includes a number of 
slow, doubtful and bad accounts for which no 
provision has been made. Included in this figure 
also are sundry credit balances of $131.00.) 


(a) SOLUTION AND DISCUSSION 

The object of the audit is to prepare and verify a balance sheet 
and report thereon to submit to the company so that they may present 
it to their bankers. The auditor must therefore keep in mind his duty 
and liability to the bankers to exercise care and skill in his work. 
The term “Balance Sheet Audit” has apparently not, as yet, acquired 
an exact technical meaning in Canada. It is likely that the extent of 
the audit desired is a verification of the assets and liabilities existing 
as at December 31st, 1935 with no verification of the transactions 
leading up to the condition effected by those assets and liabilities. 
It is possible that the accounts have been audited yearly for the 
shareholders as required by the Saskatchewan Companies Act, but 
that the bank is not willing to rely on the report of the auditor who 
did the work. It is therefore unlikely that X, Y & Z can rely on 
the said auditor’s reports to assure themselves that transactions have 
been properly recorded, and judging from the facts revealed by the 
question in regard to the state of the books, we would not be justified 
in assuming that the system of internal check can be relied upon. 
Thus, although it is not likely that there are undisclosed assets there 
could be undisclosed liabilities which would not be found by this 
“Balance Sheet Audit.’”’2 

The following working papers would be prepared, cross referenced 
with the draft balance sheet items as shown: 
No. 1. (a) Cash Count: Showing make up of cash balance as at time 
of count and reconciliation thereof with the General Ledger balance 
of $576.00 as at December 31st. Cross referenced with 3(b) to show 
that the N.S.F. cheque of $227.00 has been added to the Accounts 
Receivable and with 4(a) to show that Jones’ I.0.U. has been added 
to Directors’ Accounts Receivable. 





1However, in such a case the auditor should require and receive 
definite written instructions setting out the scope and acknowledging 
the limitations of the audit. In drawing up the report the important 
points of these instructions and limitations should be set out therein. 
(The points set out in the following report have been assumed.) Al- 
though the question in effect states that the company has been incor- 
porated for six years as at December 31st, 1935, but “operated for five 
years,” it is apparent from the balance of the question that the 
business was being carried on as at the time of the audit. 
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No. 2. (a) Bank Reconciliations as at December 31st, 1935 and as at 
date of cash count. Cross referenced with 2(c). 


(b) Bank Loan—Particulars re conditions, terms and interest 
(here assumed that latter paid to December 31st, 1985 and that the 
Bank has taken no security.) Cross Referenced with 2(c). 


(c) Bank Certificate—Cross referenced with 2(a) and 2(b). 


No. 8. (a) Summary of Trial Balances of Accounts Receivable Ledgers; 
As checked and added showing total of credit balances separately. 
Cross referenced with 3(e). 


(b) Schedule of Past Due Accounts and Allowance Calculations ; 
Noting relevant particulars disclosed by files etc. extending any specific 
allowance decided upon re each account, scheduling ratios of bad debt 
losses to sales of past three or four years, and so showing how total 
allowance arrived at (here assumed that $1,501.°0 was outstanding 
on past due accounts and allowance estimated at $1,000.00). Cross 
referenced with 9 to show the $1,000.00 charge to Deficit. 


(c) Statement of Work Done to Verify; Briefly but clearly 
stating extent and nature of test made to see that no sales subsequent 
to December 31st, 1935 have been charged, and no collections sub- 
sequent to the same date have been credited, to the receivables prior 
to taking off the balances for December 31st. 

(d) Notes of Replies to Verification Notices and Settlement 
Thereof; (assuming that lack of efficiency of internal check was 
such that direct verification was deemed advisable and that the clients 
have consented). 

(e) Subsidiary Accounts Receivable Ledgers Trial Balances; 
i.e. copies prepared for Auditors which have been checked with the 
ledgers. 

No. 4. (a) Summary of Directors’ Balances. Cross referenced to 1(a) 
re Jones’ I1.0.U. Setting out nature of share transaction between 
Smith, Jones and Black, noting that as the transaction was one be- 
tween shareholders, the $2,500.00 paid by the Company to Black was 
in effect an advance to Smith and Jones; the transferees. (In draw- 
ing up the following report the particulars have been assumed.) 

No. 5. (a) Summary of Inventory Sheets’ Totals. 


(b) Statement of Work Done. Outline of manner of taking 
and valuing inventories and the internal check in effect. Brief and 
clear statement of extent and nature of tests made of pricing, exten- 
sions and additions and tests of items to receiving record (to see that 
no January ist or subsequent receipts included in the inventory) and 
tests of prices to market values together with the results of such tests. 


(c) Schedule of Obsolete Stock and Valuation Thereof. State- 
ment of nature and extent of test for obsolescence. Cross referenced 
with 5(a) and 9(a) to show that the $1,936.00 valuation of out-of-date 
stock has been deducted from the inventory and added to the deficit. 

(d) Inventory Certificate. (This must be taken only as an 

added precaution; the Bank is greatly interested in a just valuation 
of the stock-in-trade and it is thus the Auditor’s duty to exercise 
reasonable care and skill in determining the accuracy of this item; 
if he cannot, due to lack of internal check for instance, satisfy himself 
he should so report giving the reasons for his inability.) 
No. 6. (a) Schedule of Unexpired Insurance and Deferred Charges; 
Showing make-up of Ledger balance, listing policies and unexpired 
premiums. Cross referenced with 9 to show that the $200.00 Organ- 
ization Expenses (herein assumed) has been added to the deficit. 
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No. 7. (a) Summary of Accounts Comprising Accounts Payable; Dis- 
tinguishing between not past and past due. 

(b) Statement of Work Done and Precautions Taken to Verify; 
Nature and extent of tests with receiving records and creditors’ state- 
ments; of tests to outstanding orders to disclose forward purchases; 
of scrutiny and consideration of expense accounts etc. to disclose 
liabilities not set up, re wages etc. (herein assumed that no unrecorded 
or contingent liabilities were disclosed). 


(c) Liability Certificate (taken only as an added precaution). 


No. 8. (a) Trial Balance of Share Ledger. 


(b) Work Done to Verify (e.g. scrutiny of Applications and 
Allotment Register and Certificate Stubs to guard against unrecorded 
issues. ) 


No. 9. (a) Schedule of Deficit. Cross referenced with 3(b), 5(c), 
6(a) and 10(a) to show the additions to the Ledger Balance of $3,918.00. 
No. 10.(a) Analysis of Furniture and Fixtures Account. Dates of 
purchase (assumed that nothing disposed of), estimated serviceable 
life, rate of depreciation and depreciation to date. Total of latter 
(herein assumed to be $1,752.00) Cross referenced with 9(a) to show 
that such added to deficit. 


(b) Schedule of Larger Items Vouched to purchase invoices 
and for which actual assets seen. 


(b) 
THE HABERDASHERS LIMITED, 


BALANCE SHEET AS AT DECEMBER 31ST, 1935. 


. Balance at Bank 


. Accounts Receivable— 
Customers (not past due).. $3,050.00 
Customers (past due) 1,501.00 


4,551.00 
Less: Allowance for Bad Debts 1,000.00 3,551.00 


Total Quick Assets $ 4,607.00 
. Accounts Receivable—Directors’ 2,750.00 
. Merchandise Inventory 9,398.00 
. Unexpired Insurance 145.00 


Total Current Assets 16,900.00 


. Furniture and Fixtures 2,921.00 
Less: Allowance for Depreciation 1,752.00 1,169.00 


$18,069.00 


Liabilities and Capital 
. Accounts Payable— 
For Purchases (not past due) $3,105.00 
For Purchases (past due) 
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Customers’ Credit Balances .......... 131.00 $ 3,875.00 





B: Bank Nolen PAVawle: 6c. asi vic ect esics 3,000.00 





Total Liabilities to Public ....... 6,875.00 
Net Worth: 
8. Capital 
Authorized—300 Common Shares at 
$100.00 each 
Issued and Fully Paid up, 200 Shares 20,000.00 
Mens AUCUROID. oes cieea ate Miers a acokre arxbione 8,806.00 11,194.00 

















$18,069.00 





The Directors and Managers, 
The Haberdashers Limited. 






Gentlemen: 











As instructed in your letter of January 10th, 1936, we 
have prepared and audited a Balance Sheet of your Com- 
pany as at December 3lst, 1935. 








You will recall that our instructions were briefly to 
W.P. verify the assets and liabilities shown in the Company’s 
No. A-1) accounts and to scrutinize the recording of trading trans- 
actions immediately before and after December 3lst, 1935 
in order to see that the liabilities were set up and the 
assets recorded in the proper year. We were to make no 
audit of the recording of transactions which have taken 
place during the Company’s period of operation; as ac- 
knowledged in your letter, we would not, therefore, be 
in a position to vouch for the propriety of these transac- 
tions or to feel satisfied that all items affecting the Balance 
Sheet which might be disclosed by such an audit of the 
transactions are disclosed by the balance sheet accounts 

in your Ledger as at December 3lst, 1935. 
















Subject to the above mentioned restrictions, we have, 
in our opinion, so drawn up the attached Balance Sheet 
as to show the true state of affairs of your Company as 
at December 31st, 1935. You will note that the ratio of 
Quick Assets to Liabilities, all of which are short term, 
is .67 to 1 and the ratio of Current Assets to Liabilities 
is 2.46 to 1. 


Merchandise—by reducing the valuation of this item 
as shown by your Company’s books by $1,936.00, which 
represents out-of-date stock, we arrive at a figure of $9,- 
398.00 which, in our opinion, is a fair valuation on the 
basis of cost, or market value where the latter is lower, 
of the stock-in-trade on hand as at December 3lst, 1935. 






















Customers’ Accounts Receivable—We have segregated 
these accounts into not yet due and past due and have 
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made an allowance which, after being deducted from the 
Accounts Receivable, leaves a figure that we believe the 
Company may reasonably expect to realize therefrom in 
the ordinary course of business. 


Directors’ Accounts Receivable—$2,500.00 of this item 
was created by a transaction of September 30th, 1935 
whereby two of your Directors jointly purchased the shares 
of another for which a cheque for $2,500.00 was issued 
from the Bank Account of the Company in partial pay- 
ment. The shares involved have merely changed hands 
and the $2,500.00 was in effect a loan to the transferees. 
We have been advised that no definite arrangements have 
yet been made for the repayment of the loan. The balance 
of this item, $250.00, was a cash advance which has since 
been repaid. 


Deficit—The Deficit of $8,806.00 is made up of the 
balance in your General Ledger of $3,918.00 plus the fol- 
lowing charges: 


Inventory Reduction $1,936.00 
Bad Debt Allowance 1,000.00 
Allowance for Depreciation 
(representing cost of serviceability, of 
Furniture and Fixtures, which has in 
our opinion been consumed) 
Write-off of Deferred Charges 


$8,806.00 


As the latter item represents the portion of organization 
expenses which have not yet been charged against opera- 
tions and cannot, in our opinion, be justly considered an 
asset, we have omitted it from the Balance Sheet. 


As far as we could determine by the audit requested, 
there were no contingent liabilities as at the date of the 
Balance Sheet. 


Respectfully submitted, 
X, Y & Z, Chartered Accountants 


PROBLEM 2. 


INSTITUTE OF CHARTERED ACCOUNTANTS 
OF SASKATCHEWAN 


FINAL EXAMINATIONS, NOVEMBER 1936. 


Business Investigations 


The following is the preliminary Balance Sheet of the Blank 
Manufacturing Company, Limited, presented January 15th. 1936, to 
the directors by the accountant of the company. No reserves have 
been provided for the year; the balance is simply a copy of the assets 
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and liabilities as shown by the ledger, December 31st. 1935, with the 
addition of the inventories of manufactured goods and raw material, 
and the inclusion of the loss and gain credit balance brought forward 
of $4,000.00 in the surplus: 


Assets Liabilities 
Alterations Account ..$ 3,000.00 Bank Overdraft 
Bills Receivable 4,000.00 Bank Loan 
40,000.00 Bills Payable 
Cash 300.00 Bad Debts Reserve ... 
Customers’ Accounts .. 15,600.00 Furniture Deprec. 
Manufactured Goods Reserve 
Inventory 20,000.00 Machinery Deprec. 
Machinery 20,000.00 Reserve 4,000.00 
Office Furniture 2,000.00 Tools Depreciation .... 300.00 
Organization 1,000.00 Mortgage 10,000.00 
Raw Material Inventory 10,000.00 Purchase Accounts ... 8,500.00 
1,500.00 Preferred Stock 20,000.00 
Common Stock 30,000.00 
Surplus 17,350.00 


$117,400.00 $117,400.00 


You are called in and handed this Balance Sheet and the directors 
instruct that the Reserve for Bad Debts be increased to $1,000.00, 
that 744% on plant, 20% on tools and 10% on furniture be provided 
for depreciation; that $500.00 be written off Organization Expenses 
and one-third of Alterations Account be treated the same way; and 
that $6,000.00 be carried to a Reserve Account. They declare the 
regular preference dividend of 7% and a common dividend at the 
rate of 15%, to be paid February 15th, 1936. 

With the above information and the record of the business as below, 
prepare a new Balance Sheet, changing the form and arrangement of 
the one given where you think it is advisable; also Manufacturing, 
Trading and Loss and Gain Accounts:— 


Inventory December 31st, 1984—Raw Material $ 8,000.00 
Manufactured Goods 22,000.00 
Dividend paid since previous Balance Sheet— 
7% preference and 10% common on same cap- 
ital as above 
Sales for year $227,080.00 
Purchases Raw Material $ 75,000.00 
Wages paid (due, not paid, $650.00) 85,000.00 
Factory Expense (Inventory Dec. 31, 1935 
$500.00) 2,000.00 
Insurance (Reserve $150 unearned) 850.00 
Machinery Repairs 450.00 
Advertising (Reserve $1,500 as unearned) .... 6,500.00 
Travellers’ Salaries & Travelling Expenses .. 15,000.00 
Cash discounts allowed 2,000.00 
Cash discounts received 1,600.00 
Interest, Discount and Exchange paid 
Postage and Telegrams 
Office Supplies (Inventory Dec. 31, 1935, $150) 
General Expense 
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DR CPG eee he cree tee ccsiad suas is sews 22,000.00 
RT BON FAUT BURUOS oo cs cvccccsdscceceses 450.00 
SE PENNE kup SEks Sind ees c doe e eRe ow anls 480.00 


$215,330.00 $228,680.00 


The mortgage interest was due and paid October ist, 1935; the 
rate is 7%. The interest on the Bank Loan is paid to December 31st, 
1935. 


SOLUTION 


BLANK MANUFACTURING COMPANY LIMITED 
BALANCE SHEET AS AT DECEMBER 31ST, 1935 


Assets: 
ORNs SUN TUR IINN Oe ook las a Scala bie aisle $ 300.00 
Customers’ Accounts Receivables .......... $ 15,600.00 
UND — osc ten ow ce eees sce sn aac 4,000.00 
19,600.00 
Less: Reserve for Doubtful Accounts ...... 1,000.00 18,600.00 
Inventories 
RTMRO MMMM 5 515 c ie sip bis oe Sa wee eee as 20,000.00 
NUE ho cc Sa Sis cS bes arknhas 10,000.00 
A ek III 8s ssig shies bin bis bbb SNe Oe 500.00 
SS MUNIN ohs.o'5 5 6 6 .w ds Sox's 401s o 0s 150,00 30,650.00 
Total Current Assets <0... 49,550.00 
Prepaid Charges 
RENNER 45.2 A cingtichcakwese acaenwaiee 1,500.00 
RINNE Sees Fhe rcs cca sis Gitsla ain tewie 150.00 1,650.00 
Pe to cabs te kaneae oe asae wees see so 40,000.00 
Machinery, Tools and Furniture ........... 23,500.00 
Less: Reserve for Depreciation ............ 6,700.00 16,800.00 
Deferred Charges 
DE fo ek chcsSick a ussenaed cou% 2,000.00 
(COTSRMIFATION TOKPCNBS ......sccceccscenss 500.00 2,500.00 
$110,500.00 
Liabilities: 
SR MOUNIUENEG  oc5.nc oo SG Su ones e440 eeeSeew en $ 200.00 
PEE III hs a cig ein aah eames Bees Bie 20,000.00 $ 20,200.00 
PR UR NTIIN iio co ec wninisins sue eis ea eaeinwas 650.00 
Purchase Accounts Payable .............06. 8,500.00 
SORE UD cic cila souk sea Deelea was Sw oh ae 6,000.00 49,150.00 
Total Current Liabilities ........ $ 35,350.00 
Dividend Declared payable February 15th, 
SRR Cee Eas Cae Od SENN SATES Ob 5,900.00 
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MOrteaee: PAVGIIC: 6.5. 08k cisciciesccericoseces 10,000.00 

Ee ee eet ee 175.00 

NN IN os SG S215 J oor ws saelavern ela Bielen ee 

1% Preferred Stock 2.2... ..cccsccccvvcssces 20,000.00 

SE TERE oo bra heme SeiNS eee womens 30,000.00 
50,000.00 

RE, gis Sa SSR eRe es wonce wees ies 3,075.00 


Manufacturing Account 
For the year ended December 31st, 1935 
Raw Materials Inventory, January Ist, 1935 $ 8,000.00 


Raw Materials Purchased .............eee0. 75,000.00 
83,000.00 
Raw Materials Inventory December 31st, 1935 10,000.00 
jp  ciacsttrniasen i diiidentniarsaceeniens 85,650.00 
Provision for Depreciation—Machinery ..... 1,500.00 
MO 6 eaters s is 300.00 

PaGtory TEXDGMNG oo. ccciccccsveses 2,000.00 
Less: Work in progress .......... 500.00 1,500.00 
ROS Cec hea b deuiaulecictiudiewesuenwawe 700.00 
pe ee See Ce ee 450.00 
"TOROS GG WAler TOGO 66 6c sv ccccsicieceie. 450.00 


Cost of Finished Goods carried to Trading 
PC ssi i hw aha eae sk ee ens sow esae 


Trading Account 
For Year ended December 31st, 1935 


RUM oe th viavaratat ata atavir es Slahrane Wee eck Alaa Ec 6 618 
Finished goods January Ist, 1935 .......... $ 22,000.00 
Goods completed during year .............. 163,550.00 
185,550.00 
Less: Inventory December 31st, 1935 ....... 20,000.00 
SOR nN os cia ck Naa ie eit SS SKS Se 
SEE 5 hs ea eae said Swe kw bee aie 
RENNIN TORDOOEO 6.06 is oc ced sbeatenneesies 15,000.00 
PI S050 wks clases occjara wera SalaGe soe eeu am 5,000.00 
EN sarees UI Ou waieeisa tis bee Weenie 22,000.00 
RR IN 5.555) ais 'b oiuialays' hd lee Cdr ewes 1,800.00 
Ie I in 500s 6 6 rw laa eia a ose ore Wives 700.00 
Pre TNE TURGUNG 6 oic cs Sh isos esses cess 350.00 
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10,175.00 


6,000.00 


53,075.00 


$110,500.00 


$ 73,000.00 


90,550.00 


$163,550.00 


$227,080.00 


165,550.00 
61,530.00 








THE CANADIAN CHARTERED ACCOUNTANT 


Provision Tor Bad TOMB ooisckcciccccsecce. 350.00 
Provision for Depreciation on Furniture .... 200.00 $ 45,400.00 


Trading Profit carried to Loss and Gain 
NN oc kbs ukiceuscas se sh new eew bas $ 16,130.00 


Loss and Gain Account 


Balance brought forward January Ist, 1935 $ 4,000.00 
Traging Mronht Cor the FOR 2.5.0... ececscces $ 16,130.00 
Cash Discounts received ..........ccscecees 1,600.00 

17,730.00 


Less: Cash Discounts allowed .... 2,000.00 


Interest, Discount and 


IN Sr aden ween, 2,775.00 
Directors’ Fees 2... cs ccces 480.00 5,255.00 
Pe Or RE cc dosssse ese sicas 12,475.00 
Transferred to Reserve Account .. 6,000.00 
Written off Alteration Account ... 1,000.00 
Written off Organization Expense .. 500.00 
7% Dividend on Preferred Stock .. 1,400.00 
15% Dividend on Common Stock .. 4,500.00 13,400.00 925.00 
Surplus as per balance sheet ..... $ 3,075.00 


Note: It is possible that the dividends declared at the meeting of 
January 15th, 1936 as payable February 15th, 1936 should not 
be shown in the Loss and Gain Account and on the Balance 
Sheet but they have been treated in this way as it is apparent 
that they were so set up in the statements of the previous year. 


A Broadcast Sponsored by the Manitoba League for Adulterated 
Education supported (with great difficulty) by the Chartered 


Charac- 
ters: 
Scene: 


C.A. 


F.P.S. 


C.A. 
F.P.S. 


C.A. 


Accountants’ Students’ Society of Manitoba. 


A Chartered Accountant. 
The father of a prospective student. 
The office of the Chartered Accountant. 


I understand that you desired some information about 
our honorable profession? 


No. I wanted to talk about accountancy. My son wants 
to be a C.A. 


Why? 
You have got me there. However perhaps you can tell 
me some of the requirements? Are they extensive? 


Reasonably. Of course the exams are not as bad as when 
I went through. My secretary has been preparing a list 
of the more important requirements for the last few days; 
I will send you a copy next week when it is complete. As 
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F.P.S. 


C.A. 


F.P.S. 
C.A. 


STUDENTS’ DEPARTMENT 


a preliminary the aspirant should have a working knowl- 
edge of early Egyptian folk-lore, Chinese ceramics, the 
Asymptotic Expansion of the Gamma Function, treatment 
of a hang-over and the correct attire for formal afternoon 
weddings. I personally can also play the marimba. 


Ah! yes. Just a little general knowledge. And is the 
remuneration appropriate? 


Out of all proportion to deserts. In fact in his last year, 
or possibly his last two years if your son boards at home 
he will be able to make quite a liberal contribution toward 
his clothing allowance. 


I see. And should I have my son articled immediately? 


By no means! I would suggest that you leave him in 
reform school for another couple of years. He will make 
useful contacts there and pick up information that should 
prove invaluable to him later in his career. 


(At this point the microphone and the broadcast collapsed 
simultaneously.) 





INTRODUCING 
An Entirely New Idea in Text Book Publishing 


AMERICAN BUSINESS FUNDAMENTALS 


A new series of practical business texts presenting the principles 
and practices current today, in a simple, concise and inexpensive 
form. All the essentials of regular college courses are effectively 
presented. The editor, Dean Justin H. Moore, C.C., N. Y. School 
of Business, is a distinguished educator, and the authors are 
prominent in their fields. 


SAVING the Student about TWO-THIRDS of Textbook Cost 
NOTE PRICE $1.25 EACH NOTE PRICE 


BOOKKEEPING, PRINCIPLES AND , ACCOUNTING, PRINCIPLES AND 


PRACTICE PRACTICE 
RETAIL MERCHANDISING 


COST ACCOUNTING GENERAL PRINCIPLES OF 
ADVERTISING, PRINCIPLES AND INSURANCE 


PRACTICE Ready soon— 
HOW TO WRITE ADVERTISING | AGRICULTURAL BOOKKEEPING 
MERCANTILE CREDIT AUDITING 
Be on your toes! Send today for a copy of the book dealing with 
the subject in which you are interested. 


LONGMANS, GREEN & COMPANY 
215 VICTORIA STREET, - = TORONTO, ONT. 


A Summary of 


PROVINCIAL TAXATION 


Respecting Corporations and Individuals 


This summary of the tax acts of all the nine provinces 
of Canada gives general information on the imposts on 
corporations and other businesses. It is put up in an 
attractive folder and is available at two dollars a copy. 
Orders should be sent to The Secretary-Treasurer, The 
Dominion Association of Chartered Accountants, 10 
Adelaide Street East, Toronto. 
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